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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 INTRODUCTION

2

3

4

5

6

Please state your name, position, employer and address.

Rodney L. Moore, Public Utilities Analyst V

Residential Utility Consumer Office ("RUCO")

1110 West Washington Street, Suite 220

Phoenix, Arizona 85007.

7

8

9

10

11

12

Please state your educational background and qualifications in the utility

regulation field.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which l have participated.

13

14

15

16

17

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's recommendations

regarding Johnson Utilities, LLC ("Johnson Utilities" or "Company")

application for an increase in its water and wastewater rates. The test-

18

19

year utilized by the Company in connection with the preparation of this

application is the 12-month period that ended December 31, 2007.

20

21

22

23

A.

A.

A.

Q.

Q.

Q.

2
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 BACKGROUND

2

3

4

5

6

7

8

Please describe your work effort on this project.

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to the rate

base, operating income and revenue requirements. My recommendations

are based on these analyses. Procedures performed include the in-house

formulation and analysis of two sets of data requests, and the review and

analysis of Company responses to Commission Staff data requests and

other interveners.9

10

11

12

13

When were the Company's present rates and charges established?

The Company's present rates and charges were established by the

Commission in Decision No. 60223, dated May 27, 1997. This Decision

14

15

approved the Company's CC&N with the present rates and charges for

utility services.

16

17

18

19

20

What areas will you address in your testimony?

I will address issues related to revenue requirement, rate base, operating

income and rate design. RUCO's witness William A. Rigsby will provide

an analysis of the cost of capital as presented on Schedule RLM-13.

21

22

23

A.

A.

Q.

A.

Q.

Q.

3
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Please identify the exhibits you are sponsoring.

2 I am sponsoring a separate set of Schedules numbered RLM-1 through

3 RLM-15 for the Company's Water and Wastewater Districts.

4

5 SUMMARY OF ADJUSTMENTS

6 Please summarize the adjustments to rate base, operating income and

7

8

revenue requirement addressed in your testimony.

My testimony addresses the following issues:

9 Rate Base

10 This adjustment

11

(Water District Only) Accumulated Depreciation

recalculates accumulated depreciation to correct the Company's

12

13

computation error in determining the accumulated depreciation.

Accumulated Amortization For Contributions In Aid Of Construction

14 ("CIAC") This adjustment reverses and restates the Company's

on CIAC15

16

adjustment that increases the accumulated amortization

balances associated with hook-up fees.

17 Contributions In Aid Of Construction ("CIAC") - This adjustment reverses

18 and restates the Company's adjustment that decreases the CIAC

19 balances associated with hook-up fees.

20

21

Materials and Supplies - This adjustment restates the allowance for

materials and supplies to reflect RUCO's recommended operating and

22 maintenance expenses.

23

A.

A.

Q.

Q.

4
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Operating Income

2 Test-Year Depreciation Expense This adjustment increases test-year

3 operating expenses to reflect computations based on RUCO's

4 recommended gross plant in service.

5 Property Tax Expense - This adjustment reflects the property tax expense

6 based on RUCO's calculation of adjusted and proposed operating

7 revenues.

8

9

10

11

12

(Wastewater District Only) Revenue Annualization -This is a conforming

adjustment to increase the revenue as fi led and is based on the

Company's response to a Staff data request.

Rate Case Expense - This adjustment is based on RUCO's determination

of the fair and reasonable cost to Johnson Utilities ratepayers for this

13

14

application process.

(Water District Only) Central Arizona Groundwater Replenishment District

15 ("CAGRD") Tax This adjustment reverses the Company's proposal to

16 collect th is expense through a surcharge on the customers'  monthly

17 statement.

18 These adjustments remove

19

Unnecessarv Operating Expenses

unnecessary operating expenses not required for the provisioning of water

and/or wastewater service.20

21

22

23

(Water District Only) Power Expense Normalization -This is a conforming

adjustment to increase purchased power expense on a going-forward

basis.

5
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 The adjustment is based on the Company's response to a Staff data

2 request.

3 Income Tax Expense - This adjustment excludes income taxes as a

4

5

normal operating expense because the Company is a limited liability

company and thus a pass-through tax entity.

6

7 Rate Design and Proof of Recommended Revenue

8

9

10

I am recommending a rate design that is generally consistent with the

Company's present rate design, but reflects RUCO's recommended

revenue requirement and provides proof the design will produce the

11 appropriate revenue requirement.

12

13 REVENUE REQUIREMENTS

14 Please summarize the results of RUCO's analysis of the Company's filing

15

16

17

18

and state RUCO's recommended revenue requirement.

As outlined in Schedule RLM-1, RUCO is recommending that the

Company's revenue requirement not exceed the following levels:

COMPANY'S WATER DISTRICT RUCO DIFFERENCE

19 $10,939,419 $11,219,234

COMPANY'S WASTEWATER DISTRICT RUCO

$279,815

DIFFERENCE20

21 $13,528,467 $1 1 ,962,300 ($1 ,566,167)

22

23

A.

Q.

6
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1

2

RUCO's recommended increase in Fair Value Rate Base ("FVRB") is

based on the Original Cost Rate Base ("OCRB") and is summarized on

Schedule RLM-1 :3

4 COMPANY'S WATER DISTRICT RUCO

5 $6,607,841 $285,272

COMPANY'S WASTEWATER DISTRICT RUCO

DIFFERENCE

<$6,322,569)

DIFFERENCE6

7 $19,149,173 $19,457,670

8

$308,497

RUCO's recommended required operating income is shown on Schedule

RLM-1 as:9

10

11

12

13

COMPANY'S WATER DISTRICT RUCO

$689,198 $23,347

COMPANY'S WASTEWATER DISTRICT RUCO

$1 ,997,259 $1 ,592,460

DIFFERENCE

($665,851)

DIFFERENCE

($404,799)

14

15

16

17 DIFFERENCE

18

RUCO's recommended revenue requirement percentage increase versus

the Company's proposal is as follows:

COMPANY'S WATER DISTRICT RUCO

-16.96 % -14.83 %

COMPANY'S WASTEWATER DISTRICT RUCO

-2.13 %

DIFFERENCE19

20 19.84 % 5.15% -14.69 %

21

22

23

Schedule RLM-1 presents the calculation of RUCO's recommended

revenue requirement.

7
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 RATE BASE

2

3

Rate Base Adjustment Summary

Is RUCO recommending any changes to the Company's proposed rate

4 base?

5

6

7

8

9

10

Yes. As exhibited on Schedule RLM-3, columns (A) through (G), I

analyzed the Company's adjustment to its historical test-year OCRB and

made a total of six adjustments to the Water and Wastewater Districts'

rate base as filed by the Company. These adjustments comprise two

unique adjustments for the Water District, two adjustments common to

both Districts and one unique adjustment for the Wastewater District.

11

12

13

Does RUCO accept Johnson Utilities' request to use the Company's

OCRB as the FVRB?

14 Yes. RUCO accepts the Company's request that the OCRB be used as

15 the FVRB.

16

17

18

Please describe your rate base adjustments.

My review, analysis and adjustments are explained below.

19

20

21

22

23

A.

A.

Q.

A.

Q.

Q.

8
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Water District 0nlv Rate Base Adjustment No. 1 Accumulated

2

3

4

5

6

Depreciation

Please explain the basis for your adjustment to the Water District's

accumulated depreciation.

My plant-in-service analysis for both districts from 1997 to 2007 mirrored

the Company's filing except for two entries in the Water District.

7

8

g

10

As shown on the Water District's Schedule RLM-3, column (B), and with

supporting Schedule RLM-4, pages 1 through 11, this adjustment

decreases adjusted test-year rate base by:

11 $4,584.

12

13 Wastewater District Only - Rate Base Adjustment No. 1 - Post Test-Year

14 Plant

15 Please explain the basis for your adjustment to the Wastewater District's

16

17

18

19

post test-year plant.

This adjustment conforms to the Company's response to Staff's data

request JMM 4-6. The Company provided information as to the used and

usefulness of the post test-year plant and the actual costs incurred.

20

21 As shown on the Wastewater District's Schedule RLM-3, column (B), this

22

23

adjustment increases adjusted test-year rate base by:

$689,382.

A.

A.

Q.

Q.

9
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Rate Base Adjustment No. 2 - Accumulated Amortization of Contributions

2 In aid Of Construction ("CIAC")

3 Please explain the basis for your adjustment to the accumulated

4 amortization of CIAC.

5

6

7

This adjustment is a companion to the following Rate Base Adjustment

No. 3 and is common to both districts filed in this case. The Company

proposed, in this adjustment, to remove the accumulated amortization

8

9

10

11

associated with unexpended CIAC. The Company also proposes, in the

following adjustment, to decrease the CIAC balance because it contends

there is no plant-in-service amount in rate base to offset the cash balance

on unexpended CIAC.

12

13

14

Is this practice normal?

No. Typically, contributions are booked as CIAC when they are received

15 and are treated as a deduction to rate base. Under RUCO'S

16

17

recommendations, the Company is being afforded the same rate base

treatment for CIAC that every other utility in Arizona is afforded.

18

19 As shown on Schedules RLM-3, column (C), I increased the rate base to

20 reflect the inclusion of accumulated amortization associated with

21 unexpended CIAC for each District:

22 $558,824 for the Water District, and

23 $16,505 for the Wastewater District.

A.

A.

Q.

Q.

10
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Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Are there any exceptions to the accounting treatment for CIAC that you

have described?2

3

4

5

6

Only when a utility obtains an accounting order that allows it to delay the

recognition of CIAC until plant associated with it goes into service. The

Commission approved such an accounting order for Arizona-American

Water Company in Decision No. 69914, dated September 27, 2007.

7

8 Unexpended Contributions In aid Of

9

Rate Base Adjustment No. 3

Construction ("CIAC")

10

11

12

13

14

15

Please explain the basis for your adjustment to the CIAC balance.

As mentioned, this adjustment is a companion to the above Rate Base

Adjustment No. 2 and is common to both districts filed in this case. The

Company proposed, in this adjustment, to remove the amount of

unexpended CIAC from rate base because it contends there is no plant-in-

service amount in rate base to offset the cash balance on unexpended

16 CIAC.

17

18

19

20

21

As shown on Schedules RLM-3, column (D), I decreased the rate base to

reflect the inclusion of unexpended CIAC for each District:

$6,931 ,078 for the Water District, and

$397,390 for the Wastewater District.

22

23

A.

Q.

B.

Q.

11
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Water District Only Rate Base Adjustment No. 4 Allowance For

2 Materials and Supplies

3 Please explain the basis for your adjustment to the allowance for working

4 capital.

5 I restated the allowance for materials and supplies to reflect RUCO's

6 adjusted test-year level of operations and maintenance expenditures.

7

8

9

10

11

As shown on the Water District's Schedule RLM-3, column (E), with

supporting documentation on Schedule RLM-6, this adjustment increases

the adjusted test-year rate base by:

$54,269.

12

13 OPERATING INCOME

14

15

Operating Income Adjustment Summary

Is RUCO recommending any changes to the Company's proposed

16

17

18

19

operating expenses?

Yes. As shown on Schedule RLM-8, columns (A) through (I), I analyzed

the Company's adjustments to its historical test-year operating income

and made eight adjustments to the operating income as filed below.

20

21

22

23

A.

A.

Q.

Q.

12
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Operating Income Adiustment No. 1 - Test-Year Depreciation Expense

2

3

4

5

Please explain your adjustment to the test-year depreciation expense.

As shown on Schedule RLM-9, this adjustment reflects RUCO's end of

test-year gross plant in service and calculates the depreciation expense

based on depreciation rates proposed by the Company and accepted by

6 RUCO. I made no adjustment to Water District's depreciation expense.

7 The Wastewater District's adjustment is driven by the inclusion of the post

8

9

test-year plant adjustment proposed by the Company in its response to

Staff data request JMM4-6 and accepted by RUCO.

10

11

12

As shown on Schedule RLM-8, column (B), with supporting documentation

on Schedule RLM-9 this adjustment increases the Wastewater District's

13

14

adjusted test-year operating expenses by:

$13,788.

15

16

17

18

19

Operating Income Adiustment No. 2 - Property Tax Computation

RUCO has not made an adjustment to the methodology used by Johnson

Utilities in calculating the property tax expenses as filed by the Company

in the instant rate application. However, RUCO still advocates that the

20

21

22

23

use of proposed revenues to determine an appropriate level of property

tax expense to be recovered through rates distorts the methodology

employed by the Arizona Department of Revenue and overstates the

e x p e n s e  l e v e l

A.

Q.

13
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1

2

3

4

RUCO is in the process of gathering information to produce a clear and

concise report, which will provide the Commission with overwhelming

evidence that will make it clear why the current practice of using proposed

revenues to determine a utility's level of property tax is inappropriate.

5

6 Has RUCO made an adjustment to the Company-proposed level of

7

8

9

property tax expense?

Yes. RUCO has made adjustments to the property tax expense based on

its calculation of adjusted and proposed operating revenues.

10

11

12

As shown on Schedule RLM-8, column (C), with supporting

documentation on Schedule RLM-10 this adjustment changes the

13

14

15

adjusted test-year operating expenses by:

($67) for the Water District, and

$2,813 for the Wastewater District.

16

17 Wastewater District Only - Operating Income Adjustment No. 3 - Revenue

18

19

Adjustment

Please explain your adjustment to the Wastewater District's test-year

20 revenue.

21

22

This is a conforming adjustment to reflect the Company's response to

Staff data request JMM 10-2.

23

A.

A.

Q.

Q.

14
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 This adjustment corrects an oversight where the Company had failed to

2 charge for the effluent a golf course was receiving.

3

4 As shown on Schedule RLM-8, column (D), this adjustment increases the

5 Wastewater District's adjusted test-year operating revenues by:

6 $65,351 .

7

8 Operating Income Adjustment No. 4 Amortization of Rate Case

9

10

11

12

13

14

15

Expenses

Please explain the adjustment to the rate case expense.

RUCO believes the $200,000 ($100,000 for each District) proposed by the

Company is a fair and reasonable financial burden to the ratepayers to

prepare and process this rate application. However, given the Company's

propensity of not filing timely rate applications, RUCO recommends an

amortization period of five years.

16

17

18

As shown on Schedule RLM-8, column (E), with supporting documentation

on Schedule RLM-11 this adjustment decreases each Districts adjusted

19

20

test-year expenses by:

($13,333).

21

22

23

A.

Q.

15
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Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Water District Only Operating Income Adjustment No. 5 Central

2

3

4

Arizona Groundwater Replenishment District ("CAGRD") Tax Expense

Does RUCO agree with the Company's proposal to recover CAGRD fees

through a commodity-based surcharge?

5 No. RUCO disagrees with the Company's proposal to recover the

6 CAGRD fees through a commodity-based surcharge.

7

8

9

10

11

12

Why has RUCO taken this position on the CAGRD issue?

The Commission has already reviewed and denied a similar request by

the Company. In Decision 64598, dated March 4, 2002, the Commission

determined that the CAGRD tax cannot be treated as a pass-through tax,

because it is not a "privilege, sales or use tax" since the CAGRD taxes are

13 not based on sales revenue.

14

15 Has RUCO made an adjustment to reverse the Company's proposal to

16

17 Yes.

recover CAGRD fees through a separate surcharge?

As shown on Schedule RLM-8, column (F), this adjustment

18 increases the Water Districts adjusted test-year expenses by:

19 $1 ,295,895.

20

21

22

RUCO's adjustment has the effect of decreasing the Company-proposed

rate cut for water customers. However, it must be pointed out that under

23 the Company's proposal, the CAGRD fees would have been recovered as

A.

A.

A.

Q.

Q.

Q.

16
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1 a surcharge that would be in addition to Johnson Utilities' regular monthly

2 rates.

3

4

5

6 A

7

Operating Income Adjustment No. 6 - Unnecessary Expenses

Please explain the adjustment to remove unnecessary expense.

After an analysis of the Company's responses to Staff data requests JMM

1-32, l determined these expenditures are not required for the provisioning

8 of either water or wastewater service.

9

10

11

This adjustment removes test-year expenses related to payments for

memberships, food and beverages, gifts and lobbying, which are not

necessary in the provisioning of public utility services.

12

13

14

As shown on Schedule RLM-8, column (G), with supporting

documentation on Schedule RLM-12 this adjustment decreased each

15 District's test-year expenses by:

16 $31 ,112 for the Water District, and

17 $924 for the Wastewater District.

18

19

20

21

22

23

Q.

17
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1 Water District Onlv - Operating Income Adjustment No. 7 - Normalization

2 of Purchased Power

3 Please explain your adjustment to the Water District's test-year purchased

4

5

power expense.

This is a conforming adjustment to reflect the Company's response to

6 Staff data request JMM 8-3. This adjustment reflects a known and

7 measurable contractual agreement between the Company and Pinal

8

9

10

County for purchased power on a going-forward basis.

As shown on Schedule RLM-8, column (H), this adjustment increases the

Water District's adjusted test-year operating expenses by:

11 $13,251.

12

13

14

15

16

RUCO Operating Income Adjustment No. 8 - Income Taxes

What is the purpose of RUCO Adjustment No. 8?

The adjustment removes income tax expenses as a qualified test-year

operating expense.

17

18 Please explain your adjustment that removes income taxes as an

19

20

21

22

23

operating expense.

Johnson Utilities was organized as a Limited Liability Company ("LLC") as

opposed to a C-Corporation that pays income taxes prior to the

distribution of any profits (i.e. dividends) to its shareholders. Under the

existing tax law, an LLC's earnings or losses are assigned to individual

A.

A.

Q.

Q.

A.

Q.

18
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1 shareholders on a pro rata basis. The shareholders are then required to

2 report these earnings or losses on their individual income tax returns.

3 Consequently, the Company's earnings or losses are then combined with

4 the earnings and losses of each of Johnson Utilities' shareholders. Since

5 Johnson Utilities itself does not pay income taxes, RUCO excluded

6 income taxes as a normal operating expense of the Company.

7

8

9

10

11

As shown on Schedule RLM-8, column (I), this adjustment decreases

each District's adjusted test-year expenses by:

($1 ,185,679) for the Water District, and

($330,522) for the Wastewater District.

12

13 COST OF CAPITAL

14 Is RUCO proposing any adjustments to the Company proposed cost of

15

16

17

capital?

Yes, it is. This adjustment decreases the Company's weighted average

cost of capital by 225 basis points from 10.43 to 8.18 percent to reflect

current market conditions.18

19

20

21

This adjustment is fully explained in the testimony of RUCO witness

William A. Rigsby.

22

23

A.

Q.

19
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Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

2

3

Have you prepared a Schedule presenting your recommended rate

designs?

4 Yes, as shown on Schedule RLM-14, I am recommending a rate design

that is consistent with RUCO's recommended revenue allocations and5

6 requirement.

7

8 Please describe your recommended rate designs for the Company's water

9

10

11

12

13

14

15

and wastewater operations.

The Water District's rate design provides for a 14.83 percent decrease

equally across all classes of service, which is an increase of 2.13 percent

over the Company's requested 16.96 percent decrease. However, if you

impute the Company's proposed CAGRD tax surcharge, the Company's

request decrease is reduced to 12.03 percent, which is 2.80 percent

higher than RUCO's overall proposal.

16

17

18

19

The Wastewater District's rate design provides for a 5.15 percent increase

equally across all classes of service, which is a decrease of 14.69 percent

over the Company's requested 19.84 percent increase.

20

21

22

23

20

A.

A.

Q.

Q.

l



Direct Testimony of Rodney L. Moore
Johnson Utilities, LLC
Docket No. WS-02987A-08-0180

1 Have you prepared a Schedule presenting proof of your recommended

2 revenue?

3

4

Yes, I have. Proof that my recommended rate designs will produce the

recommended required revenue as illustrated, is presented also on

Schedule RLM-14.5

6

7 TYPICAL RESIDENTIAL BILL ANALYSIS

8

9

Has RUCO prepared a Schedule representing the financial impact of

RUCO's recommended rate design on the typical residential customer'?

10 Yes. A typical bill analysis for residential customers with various levels of

11 usage is presented on Schedule RLM-15.

12

13 Does this conclude your direct testimony?

14 Yes, it does.

A.

A.

A.

A.

Q.

Q.

21
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APPENDIX 1

Qualifications of Rodney Lane Moore

EDUCATION: Athabasca University
Bachelor's Degree in Business Administration 1993

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona 85007
May 2001 - Present

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

Auditor
Arizona Corporation Commission
Phoenix, Arizona 85007
October 1999 - May 2001

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No.

Rio Verde Utilities, Inc WS-02156A-00-0321

Black Mountain Gas Company G-03703A-01-0283

W-02025A-01-0559Green Valley Water Company

New River Utility Company W-01737A-01-0662



Utility Company Docket No.

W-01917A-01-0851Dragoon Water Company

Roosevelt Lake Resort, Inc. W-01958A-02-0283

G_01551A-02-0425Southwest Gas Company

Arizona-American Water Company W-01303A-02-0867 et al.

WS-02676A-03-0434

T-01051B-03-0454

W-02113A-04-0616

G-01551A-04-0876

W-01303A-05-0405

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Southwest Gas Company

Arizona-American Water Company

Far West Water and Sewer Company WS-03478A-05-0801

SW-02519A-06-0015Gold Canyon Sewer Company

Arizona-American Water Company WS-01303A-06-0403

G-04204A-06-0463 et al.

E-04204A-06-0783

UNS Gas, Inc.

UNS Electric, Inc.

Tucson Electric Power Company E-01933A-07-0402

G-01551A-07-0504Southwest Gas Company

Arizona-American Water Company W-01303A-08-0227 et al.

2
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Johnson Utilities, LLC
Docket Nos. WS-02987A--8-0180
Test Year Ended December 31, 2007

Water District

TABLE OF CONTENTS TO RLM SCHEDULES

SCH.
no.

PAGE
no. TITLE

RLM-1 1 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RLM-2 1 RATE BASE

RLM-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RLM-4

TESTIMONY

TESTIMONY

RLM-5

RLM-6 1

RLM-7

1 TO 11 RATE BASE ADJUSTMENT NO, 1 - (WATER ONLY) . ADJUSTMENT TO ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no. 2 - REINSTATE Acc. AMORT. ON CIAC ASSOCIATED WITH HOOK UP FEES

RATE BASE ADJUSTMENT no. 3 - REINSTATE CIAC ASSOCIATED WITH HOOK UP FEES

NOT iNCLUDED IN THIS FILING - NO ADJUSTMENT FOR POST TEST-YEAR PLANT

RATE BASE ADJUSTMENT no. 4 - (WATER ONLY) - MATERIALS AND SUPPLIES

OPERATING INCOME1

RLM-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

RLM-9 1 OPERATING INCOME ADJUSTMENT no. 1

OPERATING INCOME ADJUSTMENT no. 2

TEST YEAR DEPRECIATION EXPENSE

PROPERTY TAX COMPUTATIONRLM-10 1

RLM-11 1

OPERATING INCOME ADJUSTMENT no. 3 - (WASTEWATER ONLY) - INTENTIONALLY LEFT BLANK

OPERATING INCOME ADJUSTMENT no. 4 RATE CASE EXPENSE

TESTIMONY CAGRD TAX EXPENSE

RLM-12 1

OPERATING INCOME ADJUSTMENT no. 5

OPERATING INCOME ADJUSTMENT no. 6 UNNECESSARY EXPENSES

TESTIMONY OPERATING INCOME ADJUSTMENT no. 7 - ANNUALIZE POWER EXPENSES

TESTIMONY OPERATING INCOME ADJUSTMENT no. 8 INCOMETAX EXPENSE

RLM-13 1 COST OF CAPITAL

RLM-14 1 TO 3 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

RLM-15 1 TYPICAL RESIDENTIAL BILL ANALYSIS
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-1

Page 1 of 1

REVENUE REQUIREMENT

LINE

NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Original Cost Rate Base $ 6,607,841 $ 285,272

2 Adjusted Operating Income (Loss) $ 2,118,161 $ 1,977,012

3 Current Rate Of Return (L2 /LI ) 32.06% 693.03%

4 Required Operating Income (L5 X L1 ) $ 689,198 $ 23,347

5 Required Rate Of Return On Fair Value Rate Base 10.43% 8.18%

6 Operating Income Deficiency (L4 - L2) $ (1 ,428,963) $ (1 ,953,664)

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .5630 1 .0000

8 Increase In Gross Revenue Requirement (L7X LE) $ (2,233,480* l$ (1 ,953,66411

9 Adjusted Test Year Revenue $ 13,172,899 $ 13,172,899

10 Proposed Annual Revenue (LB + LE) $ 10,939,419 $ 11,219,234

11 Required Percentage Increase In Revenue (L8 /LE) -16.96% -14.83%

12 Rate Of Return On Common Equity 10.50% 8.31%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-2, RLM-7, And RLM-13

I



Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
NO.
1

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS FILED

OCRB/FVRB
$ 79,591 ,151

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

$ _

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ 79,5911151

2
3

Accumulated Depreciation
Net utility Plant In Service (Sum LI & LE) $

(6,199,124)
73,392,027 $

(4,584)
(4,584) $

(6,203,708)
73,387,443

4 Advances In Aid Of Const. $ (37,840,520) $ $ (37,840,520)

$ (23,146,285) $ $5
6
7

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (L5 + LE) $ (23,146,285) $

(6,931 ,078)
558,824

(6,372,254) $

(30,077,363)
558,824

(29,518,539)

8 Customer Meter Deposits $ (6,779,771) $ $ (6,779,771)

9 Deferred Income Taxes And Credits $ S $

10 Investment Tax Credits $ s $

11 Shared Gain On Well $ $ $

12 Prepayments $ $ s

13 Materials And Supplies $ 348,852 $ 54,269 $ 403,121

14 Deferred Assets $ 633,537 $ $ 633,537

15
16
17

Allowance For Working Capital
Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$
$

1
6,607,841

$
$
$ (6,322,569)

$
$
$

1
285,272

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-3
Column (C): Column (A) + Column (B)
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-6

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 4
MATERIALS AND SUPPLIES

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

1
2
3

Cash Working Capital (1/8 O&M Expenses) As Per Company
Cash Working Capital (1/8 O8¢M Expenses) As Per RUCO
Adjustment

794,916
794,638

(278)

Company Schedule C-1
RUCO Schedule RLM-7

Line 2 - Line 1

4
5
6

Pumping Power (1/24 Of Pumping Power) As Per Company
Pumping Power (1/24 Of Pumping Power) As Per RUCO
Adjustment

34,538
35,090

552

Company Schedule C-1
RUCO Schedule RLM-7

Line 5 - Line 4

7
8
g

Purchased Water (1/24 Of Purchased Water) As Per Company
Purchased Water (1/24 Of Purchased Water) As Per RUCO
Adjustment

13,956
67,951
53,994

Company Schedule C-1
RUCO Schedule RLM-7

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column (G))

$

$

s

$

$

$

$ 54,269 Sum Lines 3,6 & 9



Johnson Utilities, LLC
Docket NOS, WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-7

Page 1 of 1

OPERATING INCOME

LINE
NO.

(A)
COMPANY

AS
FILED

(B)
Ruck

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PRQPQ

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4

$ 12,843,604 $ $ 12,843,604 s (1,953,664) $ 10,889,940

DESCRIPTION
Revenues:

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE $

329,295
13,172,899 $ $

329,295
13,172,899 $ (1 ,953,664) $

329,295
11,219,234

$ $ $ $ $
1,295,865

13,251
334,948
828,900
16,189
14,333
1,119

5,877,591
55,007
53,444

30,032

1,630,813
842,151
16,189
14,333
1,119

5,907,623
55,007
53,444

1,630,813
842,151
16,189
14,333
1,119

5,907,623
55,007
53,444

21,555 21,565 21,565

33,333
286,747

1548,515

(13,333)
1,080

20,000
287,827

1 ,548,515

20,000
287,827

1,548,515

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses:
Salaries And Wages
Purchased Water
Purchased Power
Chemicals
Repairs And Maintenance
Office Supplies And Expenses
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health And Life
Regulatory Comm. Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax
Rounding

797,368
1,185,679

(67)
(1,185,679)

797,302 797,302

24 TOTAL OPERATING EXPENSES $ 11,054,738 $ 141,149 $ 11,195,887 $ $ 11,195,887

25 OPERATING INCOME (LOSS) $ 2,118,161 $ (141,149) s 1,977,012 $ (1 ,953,664) $ 23,347

References:
Column (A): Company Schedule C-1
Column (B): RLM-8, Columns (B) Thru (I)
Column (C): Column (A) + Column (B)
Column (D): RLM-1
Column (E): Column (C) + Column (D)
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31 , 2007

Water District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YEAR DEPRECIATION EXPENSE

LINE

(A)
TOTAL
PLANT

VALUE

(C)
TEST YEAR

DEPRECIATION

EXPENSEACCOUNT NAME
$ $

272,438
9,482,165 315,756

5,226,030 174,027

no .
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

ACCOUNT

no .
301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Costs
Franchises
Land and Land Rights
Structures And Improvements
Collecting And impounding Reservoirs
Lake, River And Other Intakes
Wells And Springs
lnflitration Galleries And Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Plant
Distribution Reservoirs And Standpipes
Transmission And Distribution Lines
Services
Meters And Meter Installations
Hydrants
Backflow Prevention Devices
Other Plant And Miscellaneous Equipment
Office Furniture And Equipment
Transportation Equipment
Stores Equipment
Tools And Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

764,112
21,856

248,272
53,432,585

527,473
6,068,504
3,547,718

(5)
COMPANY
PROPOSED

DEP. RATES
0.00%
0.00%
000%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%
12.50%
20.00%
2.22%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%
20.00%
4.00%
5.00%
10.00%
5.00%
10.00%
10.00%
10.00%

95,514
4,371
5,512

1,068,652
17,565

505,506
70,954

29 TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE $ 79,591,153 $ 2,257,857

AMORTIZATION OF CONTRIBUTIONS (25,004,821 ) 28368%48
50
51

Rounding
TOTAL DEPRECIATION EXPENSE $

(709,341)
(1)

1 v548,515
|

1,548,51552
53

Company As Filed
Difference s

54 RUCO Adjustment (See RLM-B, Coiumn (B)) s

References :
Column (A): RLM-4, Page 11, Column (E)
Column (B)1 Company Workpapers
Column (C): Column (A) X Column (B)



Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2

PROPERTY TAX COMPUTATION

LINE

NO. DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1
2
3
4
5

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. RLM-6, Col (c), Ln 4
Sch. RLM-6, Col (C), Ln 4
Sch. RLM-6, Col (D), Ln 4

Sum Of Lines1,2&3
Line 4 / 3

$

13,172,899
13,172,899
10,940,980
37,286,778
12,428,926

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 24,857,852

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP

Company Workpapers
Line 7 X 10%

$7
8 $

Company Workpapers
Company Workpapers

Line 9 + Line 10

$9
10
11

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum Of Lines 6, 8 & 11 $ 24,857,852

Calculation Of The Company's Tax Liability:

13
14

MULTIPLYI
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
5,717,306

15
16
17

Company Workpapers
Company Workpapers

Line 15 + Line 16

13.93%
0.00%

13.93%

Property Tax Rates:
Primary Ta( Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$ 796,215
1,184

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 797,399

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 797,466

20 Decrease In Property Tax Expense Line 18 - Line 19 $ (67)

21 RUCO Adjustment (See RLM-8, Column (C)) Line 20 $ (67)



I

Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 4

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(8)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 200,000 $ $ 200,000

2 Allocation Factor 50.0%

3 Water District (Line 1 X Line 2) $ 100,000

4 Amortization Period .. 5 Years 5

5 RUCO Adjusted Rate Case Expense (Line 3 / 5 Years) $ 20,000

6 $

$

33,333

7

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) (13,333)

8 RUCO Adjustment (Line 7) (See RLM-8, Column (E)) $ (13,333)
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-12

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6

UNNECESSARY EXPENSES

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1
SPLIT ACCOUNT

Miscellaneous - Sponsorships Co. Response To Staff DR 1-32 $ 1,850

2
3

Allocation Factor
Water District - Miscellaneous

Co. Workpapers
Lines 1 X 2 $

53.88%
997

4
5
6

WATER DISTRICT SPECIFIC
Outside Services - Lobbying Expenses
Miscellaneous - Food & Beverages

RUCO Test-year Disallowance Of Unnecessary Expense

Co. Response To Staff DR 1-32
Co. Response To Staff DR 1-32

Sum Of Lines 3, 4 & 5

$
$
$

30,032
83

31,112

7
8

Outside Services Expense
Miscellaneous Expense

Line 4
Sum Of Lines 3 & 5

$
$

30,032
1 ,080

g RUCO Adjustment (See RLM-8, Column (G)) Sum Of Lines 7 & 8 $ 31,112
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-13

Page 1 of 1

COST OF CAPITAL

(B)

LINE

NO. DESCRIPTION

CAPITAL

RATIO COST

(C)
WEIGHTED

COST
RATE

1 Long-Term Debt 40.00% 8,00% 3.20%

2 Common Equity 60.00% 8.31% 4.98%

3 Total Capitalization 100.00%

4 WEIGHTEDAVERAGE COST OF CAPITAL

(A)

8.18%

References:
Columns (A) Thru (C): Testimony, WAR
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Johnson Utilities, LLC
Docket Nos. WS~02987A-08-0180

Test Year Ended December 31, 2007

Water District
Schedule RLM-14

Pages 1 thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(B) (F)

LINE
no.

(A)
TEST YEAR

DETERMIN'TS
Gallons In Thousands

ANNIZED
ADJUSTM'TS

(C)
TEST YEAR
ADJUSTED

DETERMIN'TS

(D)
PRESENT

CHARGES 8
USAGE FEES

(E)
TEST YEAR
ADJUSTED
REVENUES

TOTAL
REVENUES

1 15,212 1,132 16,344 $ 23.06 $ 4,522,796 s 4,522,796

2
3
4

DESCRIPTION
RESIDENTIAL CUSTOMERS

3/4" Meter
Commodity Usage

First Tier - First 4,000Gals.
Second Tier -Next6,000 Gals.
ThirdTier .Over 10,000Gals.

157,703
575393
668,195

54,312
35,724

212,015
611,117
668,195

s
s
$

1 .5240
1 .9859
2.5503

s
$
s

323,121
1,213,605
1,704,128

5 260 5 265 s 38.43 s 122,381
$
$

3,240,854
122,381

6
7

1" Meter
Commodity Usage

First Tier - First25,000 Gals
Second Tier . Over 25,000 Gals.

20,573
22,591

567 21,340
22,591

$
$

1 .9859
2.5503

s
$

42,378
57,615

8 1 (0) 1 $ 122.99 $ 1 ,024
s
s

99,993
1,024

9
10

2' Meter
Commodity Usage

First Tier _ First 80,000 Gals
Second Tier . Over 80,000 Gals.

79
3,752

79
3,356

$
s

1 .9859
2.5503

$
$

157
8,559

8,716
11 0

(406)

(0) s 245.98 $
$
$

12
13

3" Meter
Commodity Usage

First Tier - First 160,000 Gals.
Second Tier . Over 160,000 Gals

s
$

1 .9859
2.5503

$
s

$
14 Total Residential Customers 15,473 1,137 16,610

15 1 ,448,397 90,296 1538,693

16

Total Residential Usage

TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 7,995,764

17 4 0 5 s 23.06 $ 1 ,294 s 1 ,294

18
19

COMMERCIAL CUSTOMERS
3/4" Meter

Commodity Usage
First Tier . First10,000 Gals.
SecondTier . Over 10,000 Gals.

86
607

(74) 12
607

$
$

1 .9859
2.5503

$
s

24
1 ,548

20 6 1 7 $ 38.43 $ 3,025
$
$

1 ,572
3,025

21
22

1" Meter
Commodity Usage

First Tier . First 25,000 Gals.
Second Tier -Over 25,000Gals.

409
2,192

63
213

472
2,405

$
$

1 .9859
2.5503

$
$

937
6,135

23 18 (2) 17 $ 76.87 s 15,259
$
s

7,072
15.259

24
25

1-1/2" Meter
Commodity Usage

First Tier - First 50,000 Gals.
Second Tier . Over 50,000 Gals.

1 ,605
5,515

(63)
(429)

1 ,542
5,086

$
$

1 .9859
2.5503

s
$

3,062
12,971

26 2B 5 31 $ 122.99 $ 46,133
$
s

16,033
45,133

27
28

2" Meter
Commodity Usage

First Tier . First 80,000 Gals.
SecondTier - Over 80,000 Gals.

3,499
43,205

420
8,573

3,919
49,879

$
$

1 .9859
25503

$
$

7,783
127,208

29 2 2 $ 245.98 $ 5,924
$
$

134,991
5,924

30
31

3" Meter
Commodity Usage

First Tier - First 160,000 Gals.
Second Tier - Over 180,000 Gals. 6,359 6,359

$
$

1 .9859
2.5503

$
$ 16,217

32 2 2 s 384.35 $ e,ee0
$
$

16,217
a,ss0

33
34

4" Meter
Commodity Usage

First Tier . First 250,000 Gals.
Second Tier . Over 250,000 Gals

360
2,649

360
2,649

s
s

1 .9859
2.5503

s
s

714
6,755

$ 7,470
35 Total Commercial Customers 59 4 63

36 65,485 B,B04 73,290

37

Total Commercial Usage

TOTALCOMMERCIAL CUSTOMERSREVENUE $ 263,648
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-14

Pages 1 thru 3

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(B) (C )
TEST YEAR
ADJUSTED

DETERMIN'TS

(D)
PRESENT

CHARGES 8
USAGE FEES

(E)
TEST YEAR
ADJUSTED
REVENUES

(F)

LINE

NO

(A)
TEST YEAR

DETERMIN'TS
Gallons In Thousands

ANN'ZED

ADJUSTM'TS

TOTAL
REVENUES

38 s 23.06 s s

39
40

DESCRIPTION
PUBLIC AUTHORITYCUSTOMERS

3/4" Meter
Commodity Usage

First Tier - First 10,000Gals
SecondTier -Over10,000 Gals

s
s

1 .9859
2.5503

s
s

41 s 38.43 s
$
$

42
43

1" Meter
Commodity Usage

First Tier - First 10,000 Gals
Second Tier . Over 10,000 Gals

s
$

1.9859
2.5503

$
$

44 s 76.87 $
$
$

45
46

1-1/2" Meier
Commodity Usage

First Tier - First 50,000 Gals.
Second Tier . Over 50,000 Gals.

$
$

1 .9859
2.5503

$
s

47 B 1 9 s 122.99 $ 12,898
$
s 12,898

48
49

2" Meter
Commodity Usage

First Tier . First 80,000 Gals
Second Tier . Over 80,000 Gals.

1,ae9
1,636 201

1,869
1,837

s
s

1 .9859
2.5503

$
$

3,712
4,6a4

50 1 1 $ 245.98 s 2,851
$
$

8,396
2,861

51
52

3" Meter
Commodity Usage

First Tier . First160,000 Gaia.
Second Tier . Over 160,000Gals.

265
922

265
922

$
$

1 .9859
2.5503

s
$

526
2,351

53 1 1 $ 384.35 $ 4,237
s
s

2,878
4,237

54
55

4" Meter
Commodity Usage

First Tier . First 250,000 Gals.
Second Tier - Over 250,000 Gals.

1,110
1,420

1,110
1,420

s
$

1 .9859
2.5503

$
$

2,2o4
3,621

$ 5,826
56 10 1 11

57 7.222 201 7,423

58

Total Public Authority Customers

Total Public Authority Usage

TOTAL PUBLIC AUTHORITY CUSTOMERS REVENUE $ 37,095

59 41 1 42 $ 23.06 $ 11v549 s 11,549

60
61

IRRIGATION CUSTOMERS
3/4" Meter

Commodity Usage
First Tier - First 10,000 Gals.
Second Tier - Over 10,000 Gals.

940
9,595

(96) 844
9,595

$
$

1 9B59
25503

$
$

1,676
24,471

62 50 4 55 s 38.43 $ 25,203
$
s

26.147
25,203

63
64

1" Meter
Oommodity Usage

First Tier - First 25,000 Gals.
Second Tier - Over 25,000 Gals.

3,087
36.814

266
696

3,353
37,510

$
s

1 .9B59
2.5503

$
$

6,659
95,662

SO BE 9 92 s 76.87 $ 84,882
$
s

102,321
84,882

66
67

1-1/2"Meter
Commodity Usage

First Tier -First 50,000 Gals.
SecondTier - Over50,000Gals.

a,o71
151,856

784
8,871

8,855
160,727

s
s

1 .9859
2.5503

$
$

17,585
409,908

68 77 B 85 s 122.99 $ 125,000
$
$

427,493
125,000

69
70

2" Meter
Commodity Usage

First Tier . First 80,000 Gals.
Second Tier Over a0,000 Gals.

a,ss1
3B1 ,324

65B
24,772

9,339
406,096

s
$

1 .9859
2.5503

$
$

18,546
1 ,035,684

71 0 1 2 $ 245.98 $ 4,613
$
s

1 ,054,230
4.613

72
73

3" Meter
Commodity Usage

First Tier - First 160,000 Gals
Second Tier - Over 160,000 Gals

$
$

1 ,9859
2.5503

s
s

74 2 2 s 384.35 $ 8,094
s
$ 8,094

75
7B

4" Meter
CommodityUsage

First Tier »First 250.000Gals.
Second Tier -Over 250,000 Gals

2,113
7,919

2,113
7,919

s
$

1.9859
2.5503

s
s

4,196
20,196

77 1 1 s 768.70 $ 9,225
$
s

24,392
9,225

78
79

6" Meter
Commodity Usage

First Tier - First 500,000 Gals
Second Tier - Over 500,000 Gals

1 653 1 .653 s
s

1.9859
2.5503

$
s

3,283

$ 3,283
80 Trial lvrigalion Customers 254 ZN 277

81 612,053 25,951 648.003

82

Total Irrigation Usage

TOTAL IRRIGATION CUSTOMERSREVENUE $ 1,906,433
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180

Test Year Ended December 31, 2007

Water District
Schedule RLM-14

pages 1 thru 3

RATE DESIGN AND PROOF oF RECOMMENDED REVENUE
PROPOSED REVENUE

(B) (C)
TEST YEAR
ADJUSTED

DETERMIN'TS

(D)
PRESENT

CHARGES &
USAGE FEES

(E)
TEST YEAR
ADJUSTED
REVENUES

(F)

LINE
no.

(A)
TEST YEAR

DETERMIN'TS
Gallons In Thousands

ANN'ZED
ADJUSTM'TS

TOTAL
REVENUES

BE
BE

DESCRIPTION
CONSTRUCTION CUSTOMERS

3/4" Meter
Commodity Usage

s
$

23.06
2.5503

$
$

$
$

86
87

1" Meier
Commodity Usage

$
$

38.43
2.5503

$
S

$
$

89
90

1-1/2'° Meter
Commodity Usage

$
s

76.B7
2.5503

$
$

s
$

92
93

z" Meier
Commodity Usage

$
$

122.99
2.5503

$
s

s
$

95
96

3" Meter
Commodity Usage

13
39,930

13
39.930

$
s

245.98
2.5503

s
s

39,356
101,835

s
s

39,356
101,835

98
99

4" Meter
Commodity Usage

$
s

384.35
2.5503

$
s

$
$

101
102

5"Meier
Commodity Usage

12
154,448

12
154,448

$
s

768.70
2.5503

$
$

115,304
393,895

$
$

115,304
393,895

104 Total Construction Customers 2s 26

105 Total Construction Usage

TOTALCONSTRUCTION CUSTOMERS REVENUE

194,375 194,378

106 $ 650,391

107
108

CAP CUSTOMERS
6" Meter

Commodity Usage
1

32,016
1

32,016
s
$

923.67
0.83

$
$

6,918
26,503

$
$

6,918
25,503

109 Total CAP Customers 1 1

110 32,016 32,016

111

Total CAP Usage

TOTAL CAP CUSTOMERS REVENUE $ 33.421

112 TOTAL COMPANY CUSTOMER COUNT 15,796 1,165 16,961

113 TOTAL COMPANY COMMODITY USAGE 1 ,74B,499 97,300 1 ,845,799

114
115
116

TOTAL RUCO PROPOSED REVENUE PER BILL COUNT
Unreconciled Difference vs Billed Revenues
Other Revenues

$ 10,888,753
s,18e

329,295

117 TOTAL REVENUE $ 11,219,234

118
119
120

PROPOSED REVENUE PER RUCO
Difference
Percentage Difference

$
$

11,219,234

(0)
0.00%
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Johnson Utilities, LLC
Docket Nos WS-02987A-08-0180
Test Year Ended December 31, 2007

Water District
Schedule RLM-15

Page 1 of 1

TYPICAL RESIDENTIALBILL ANALYSIS

(A) (B) (C) (D) (E) (F)
LINE
NO. DESCRIPTION PRESENT COMPANY PROPOSED RUCO PROPOSED

1
2
3

REVEN U E ALLOCATION
RESIDENTIAL
OTHER

TOTAL

$ 8,986,698
s 3,135,896
$ 12,122,594

74. 13%
25.87%
100.00%

s 7,790,904
s 2,817,595
s 10,608,499

73.44%
26.56%
100.00%

s 7,995,764
$ 2,890,989
$ 10,888,753

73.44%
26.56%

100.00%

4
5
S

ALLOCATION RATIOS
FIX REVENUE
VARIABLE REVENUE

TOTAL

6.43B,743
5683,851

12, 122,594

53.11 %
46.89%
100.00%

s 5,044,004
$ 5,564,495
s 10,608,499

47.55%
52.45%
100.00%

s 5,176,636
s 5,710,1 17
s 10,885,753

47.55%
52.45%

10000%

RESIDENTIAL (5l8" x 3/4") RATEDESIGN PRESENT COMPANY PROPOSED Ruck PROPOSED

7 s 2700 s 22.47 s 2308

B
9
10

BASIC MONTHLY CHARGE
COMMODITYCHARGE

PRESENT PROPOSED
First Tier - First 7,000 Gals, FirstTier - First 4,000 Gals.
SecondTier -Over 7,000Gals Second Tier - Next6,000 Gals.

Third Tier - Over10,000 Gals.

s
$
N/A

22500
2.5000

$
s
$

1 .4850
1 .9350
2.4850

s
s
$

15240
1 .9859
25503

RESIDENTIAL BILL COMPARISONS
COST OF WATER SERVICE AT
DIFFERENT LEVELS OF USAGE WITH
PERCENTAGE INCREASEIN BILL

% OF AVERAGE
MONTH USAGE
OF 8,931 Gal.

PRESENT
MONTHLV

WATER COST

Ruco PROP'D
MONTHLY

WATERCOST

RUCO PROP'D
MONTHLY
INCREASE

RUCO PROP'D
MONTHLY

% INCREASE

11
12
13
14
15

1 ,733
3,465
6,931

10,397
13,862

25.00%
50.00%
100.00%
150.00%
200.00%

s
$
$
s
s

30.90
34.80
42.59
51.24
59.91

s
s
s
$
$

25.70
2534
34.98
4208
50.92

s
s
$
$
$

(5.20)
(6.45)
(7.62)
(9.16)
(8.98)

-15.82%
-18.55%
-17.88%
-17.87%
-t 5.00%
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District

TABLE OF CONTENTS TO RLM SCHEDULES

PAGE
no. TITLE

RLM-1 1 REVENUE REQUIREMENTAND GROSS REVENUE CONVERSION FACTOR

1 RATE BASERLM-2

RLM-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RLM-4

RLM-5

TESTIMONY

1

(WATER ONLY) - NOT INCLUDED IN THIS FILING - NO ADJUSTMENT TO TEST-YEAR PLANT

RATE BASE ADJUSTMENT NO, 1 - (WASTEWATER ONLY) - POST TEST-YEAR PLANT

RATE BASE ADJUSTMENT no, 2 - REINSTATE Acc. AMORT. ON CIAC ASSOCIATED WITH HOOK UP FEES

TESTIMONY RATE BASE ADJUSTMENT no. 3 - REINSTATE CIAC ASSOCIATED WITH HOOK UP FEES

(WATER ONLY) - NOT INCLUDED IN THIS FILING - NO ADJUSTMENT FOR ALLOWANCE FOR WORKING CAPITAL

OPERATING INCOME1

1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

RLM-6

RLM-7

RLM-8

RLM-9 1 OPERATING INCOME ADJUSTMENT no. 1

OPERATING INCOME ADJUSTMENT no. 2

TEST YEAR DEPRECIATION EXPENSE

RLM-10 1 PROPERTY TAX COMPUTATION

REVENUE ADJUSTMENTTESTIMONY OPERATING INCOME ADJUSTMENT no. 3

RLM-11 1 OPERATING INCOMEADJUSTMENT no. 4 RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT no. 5 - (WATER ONLY) - INTENTIONALLY LEFT BLANK

RLM-12 1 OPERATING INCOME ADJUSTMENT no. 6 - UNNECESSARY EXPENSES

TESTIMONY

OPERATING INCOME ADJUSTMENT no. 7 - (WATER ONLY) . INTENTIONALLY LEFT BLANK

OPERATING INCOME ADJUSTMENT no. 8 - INCOME TAX EXPENSE

RLM-13 1 COST OF CAPITAL

RLM-14 1 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

RLM-15 1 TYPICAL RESIDENTIAL BILL ANALYSIS

SCH.
no.
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-1

Page 1 of 1

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Original Cost Rate Base $ 19,149,173 $ 19,457,670

2 Adjusted Operating Income (Loss) $ 592,491 $ 984,174

3 CurrentRate Of Return (L2 /LI ) 3.09% 5.06%

4 Required Operating Income (L5 X LI ) $ 1 ,997,259 $ 1 ,592,460

5 Required Rate Of Return On Fair Value Rate Base 10.43% 8.18%

6 Operating Income Deficiency (L4- L2) $ 1 ,404,768 $ 608,286

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .5944 1 .0000

8 Increase In Gross Revenue Requirement (L7X L6) $ 2,239,804I l$ 608,286I

9 Adjusted Test Year Revenue $ 11,288,663 $ 11,354,014

10 Proposed Annual Revenue (L8 + LE) $ 13,528,467 $ 11,962,300

11 Required Percentage Increase In Revenue (L8 /LE) 19.84% 5.36%

12 Rate Of Return On Common Equity 10.50% 8.31%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): Ruco Schedule RLM-2, RLM-7, And RLM-13

I
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-2

Page 1 of 1

RATE BASE n ORIGINAL COST

LINE
no.
1

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS FILED

OCRB/FVRB
$ 126,534,592

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

$ 689,382

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ 127,223,974

2
3

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & L2) $

(7,923,684)
118,610,908 $ 689,382 $

(7,923,684)
119,300,290

4 Advances In Aid Of Const. $ (54,440,657) $ $ (54,440,657)

5
6
7

$ (46,007,904) $ $Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (L5 + Le) $ (46,007,904) $

(397,390)
16,505

(380,885) $

(46,405,294)
16,505

(46,388,789)

8 Customer Meter Deposits $ $ $

9 Deferred Income Taxes And Credits $ $ $

10 Investment Tax Credits $ $ $

11 Shared Gain On Well $ $ $

12 Prepayments $ $ $

13 Materials And Supplies $ $ $

14 Deferred Assets $ 986,826 $ $ 986,826

15
16
17

Allowance For Working Capital
Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16)

$
$
$ 19,149,173

$
$
$ 308,497

$
$
$ 19,457,670

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-3
Column (C): Column (A) + Column (B)
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Johnson Utilities, LLC
Docket Nos. WS-02987A~08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-5

Page 1 of 1

EXPLANATION OF RATE BASE ADJUSTMENT no. 1
POST TEST-YEAR PLANT

(A)
TEST-YEAR

PLANT

(E)
POST TY PLANT

VALUE
$

(B )
P OST TY

ADJUSTM'TS
$

(C)
POST TY

ADDITIONS
$

(D)
PLANT

RETIRM'TS
$ $

4v122,800
453,683

4,122,800
453,663

20,136,241
24 v287,592

689,382 20,825,623
24,287,592

7,613,724
958,645

7,613,724
958,645

LINE
no.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

ACCT
no.
351
352
353
354
355
360
361
362
363
364
385
370
371
375
380
381
382
389
390
391
393
394
395
398

ACCOUNT NAME
Organization
Franchises
Land and Land Rights
Structures And Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Services To Customers
Flow Measuring Devices
Flow Measuring Installations
Receiving Wells
Pumping Equipment
Reuse T & D
Treatment And Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant And Miscellaneous Equipment
Office Furniture And Equipment
Transportation Equipment
Tools, Shop And Garage Equipment
Laboratory Equipment
Power Operated Equipment
Other Tangible Plant

66,277,037 66,277,037

TOTAL WASTEWATER PLANT
Company As Filed
Difference

$ $ 689,382 $25
26
27

$123,849,702
123,849,702

$ _ $ $ 689,382 $

$124,539,084
123,849,702

$ 689,382

References:
Column (A): Company Schedules B-2 And Its Response To Staff Data Request 4-6
Column (B): No Adjustments
Column (C): Company Response To Staff Data Request 4-6
Column (D): No Adjustments
Column (E): Sum Of Columns (A) Thru (D)
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-7

Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4

DESCRIPTION
Revenues:

Flare Rate Revenues
Misc. Service Revenues
Other Wastewater Revenues
TOTAL OPERATING REVENUE

$ 10,786,457 $ 65,351 $ 10,851,808 $ 608,286 $ 11,460,094

$
502,206

11,288,663 $ 65,351 $
502,206

11,354,014 $ 608,286 $
502,206

11,962,300

$ $ $ $ $

286,429
688,557

286,429
688,557

286,429
688,557

147,196
32,762

4,826,240
116,474
48,151

147,196
32,762

4,826,240
116,474
48,151

147,196
32,762

4,826,240
116,474
48,151

(13,333)
924

13,788

21 ,039
20,000

232,517
3,155,856

6,525
788,094

21,039
20,000

232,517
3,155,858

6,525
788,094

5
6
7
8
9

10
11
12
13
14
15
16
18
19
20
21
22
23
24

Operating Expenses:
Salaries And Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel For Power Production
Chemicals
Materials And Supplies
Contractual Services
Repairs And Maintenance
Rents
Transportation Expenses
Insurance
Regulatory Comm. Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax
Rounding

21,039
33,333

231,593
3,142,068

6,525
785,281
330,522

2

2,813
(330,522)

25 TOTAL OPERATING EXPENSES $ 10,695,172 $ (326,330) $ 10,369,840 $ $ 10,369,840

26 OPERATING INCOME (LOSS) $ 592,491 $ 391,681 $ 984,174 $ 608,288 $ 1 ,592,460

References:
Column (A): Company Schedule C-1
Column (B): RLM-8, Columns (B) Thru (I)
Column (C): Column (A) + Column (B)
Column (D): RLM-1
Column (E): Column (C) + Column (D)
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YEAR DEPRECIATION EXPENSE

LINE ACCOUNT

(A)
TOTAL
PLANT

VALUEACCOUNT NAME

(C)
TEST YEAR

DEPRECIATION

EXPENSE
s $

4,122,800
453,663 15,107

20,825,623
24,287,592

416,512
485,752

7,613,724
958,645

951,716
23,966

no.
1
2
3
4
5
G
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

no.
351
352
353
354
355
360
361
362
363
364
365
370
371
375
380
381
382
389
390
391
393
394
395
398

Organization
Franchises
Land and Land Rights
Structures And Improvements
Power Geneiation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Services To Customers
Flow Measuring Devices
Flow Measuring Installations
Receiving Wells
Pumping Equipment
Reuse T & D
Treatment And Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant And Miscellaneous Equipment
Office Furniture And Equipment
Transportation Equipment
Tools, Shop And Garage Equipment
Laboratory Equipment
Power Operated Equipment
Other Tangible Plant

66,277,037

(B)
COMPANY
PROPOSED

DEP. RATES
000%
000%
000%
383%
5.00%
2.00%
2.00%
200%
2.00%
10.00%
10.00%
3.33%
12.50%
2.50%
5.00%
5.00%
3.33%
6.67%
20.00%
20.00%
500%
10.00%
5.00%
10.00%

3,313,852

25 TOTAL TEST-YEAR GROSS PLANT AND DEPRECIATION EXPENSE S 124,539,084 S 5,206,905

26
27
28

AMORTIZATION OF CONTRIBUTIONS
Rounding

TOTAL DEPRECIATION EXPENSE s

(2,051 ,049)

3,155,856

29
30

Company As Filed
Difference

3,142,068
13,788

31 RUCO Adjustment (See RLM-8, Column (B))

s

$ 13,788

References:
Column (A): RLM-5, Column (E)
Column (B): Company Workpapers
Column (C): Column (A) X Column (B)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Sun City West Water District
Schedule RLM-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

Annual Operating Revenues
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. RLM-6, Col (c). Ln 4
Sch. RLM-6, Col (c). Ln 4
Sch. RLM-6, Col (D), Lm 4

Sum Of Lines 1,2 & 3
Line 4 / 3

$ 11 ,354,014
11.354.014
13.528.467

$ 36,236,495
12.078.832

Two Times Three Year Average Operating Revenues Line 5 X2 $ 24,157,663

10% Of Construction Work In Progress ("CWIP")
Test Year CWIP

10% of CWIP
Company Workpapers

Line 7 X 10%
$

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Book Value Of Transportation Equipment

Company Workpapers
Company Workpapers

Line 9 + Line 10

$

Company's Full Cash Value ("FCV") Sum Of Lines 6. 8 & 11 $ 24,157,663

Calculation Of The Company's Tax Liability

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
5,556,263

Company Workpapers
Company Workpapers

Line 15 + Line 16

14.04%

14.04%

Property Tax Rates

Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

779.986
8

Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 788.094

Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 785.281

Decrease In Property Tax Expense Line 18 - Line 19

RUCO Adjustment (See RLM-8, Column (C)) Line 20
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 4

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 200,000 $ $ 200,000

2 50.00%

3

Allocation Factor (See NOTE Below)

Wastewater District (Line 1 X Line 2) $ 100,000

4 Amortization Period - 5 Years 5

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 /5 Years) $ 20,000

6 33,333

7

Company Rate Case Expenses As Filed (Company Sch, C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

$

$ (13,333)

8 RUCO Adjustment (Line 7) (See RLM-8, Column (E)) $ (13,333)
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-12

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6

UNNECESSARY EXPENSES

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1

SPLIT ACCOUNT
Miscellaneous - Sponsorships Co. Response To Staff DR 1-32 $ 1,850

2
3

Allocation Factor
Wastewater District - Miscellaneous

Co. Workpapers
Lines 1 X2 $

46.12%
853

4
5

WASTEWATER DISTRICT SPECIFIC
Miscellaneous - Food & Beverages

RUCO Test~Year Disallowance Of Unnecessary Expense
Co. Response To Staff DR 1-33

Sum Of Lines 3 & 4
$
$

71
924

6 RUCO Adjustment (See RLM-8, Column (G)) Line 5 $ 924
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Johnson Utilities, LLC
Docket Nos. WS-02987A-08-0180
Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-13

Page 1 of 1

COST OF CAPITAL

(A) (B)

LINE

NO. DESCRIPTION

CAPITAL

RATIO COST

(C)
WEIGHTED

COST
RATE

1 Long -Term Debt 40.00% 8.00% 3.20%

2 Common Equity 60.00% 8.31% 4.98%

3 Total Capitalization 100.00%

4 WEIGHTED AVERAGE COST OF CAPITAL 8.18%

References:
Columns (A) Thru (C): Testimony, WAR
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Johnson UHlities, LLC
Docket Nos. WS-02987A-08-0180
Teslyear Ended December 31, 2007

Wastewater District
Schedule RLM.14

Page 1 of 1

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
PROPOSED REVENUE

(A) (B) (C)
TEST YEAR
ADJUSTED

DETERMIN'TS

(F)

LINE
no. DESCRIPTION

RESIDENTIAL CUSTOMERS
3/4" Meter

TEST YEAR

DETERMIN'TS

ANN'ZED

ADJUSTM'TS

PRESENT
CHARGES a.
USAGE FEES

(E)
TEST YEAR
ADJUSTED
REVENUES

TOTAL
REVENUES

1

2

21 ,448

77

1 ,476

6

22,924

83

11 ,257,068

51,883

11,257,068

51 ,B83

3 0 0

s

s

s

$

40.92

52.09

107.89

409.26

$

$

$

$

s

s

$

$4

5

1" Meter

2" Meter

3" Meter

Total Residential Customers

TOTAL RESIDENTIAL CUSTOMERS REVENUE

0

21,525

D

1

1 ,483

1

23,008

4,911 4,911

6 s 11,313,862

COMMERCIAL CUSTOMERS
3/4" Meier 1 5

1 6

26

30

s

$

$

s

s

s

40.92

52.09

66.97

107.89

409.26

781.31

s

s

s

$

$

$

2,455

3,751

20,895

38,842

4,911

18,751

s

$

s

s

$

$

2,455

3,751

20,B95

38,842

4,911

18,751

7

8

9

10

11

12

13

5

5

30

25

1

2

GB

.4

5

0

0

2

1

2

70

14

1" Meter

1-1/2" Meter

2" Meter

3" Meter

4" Meter

Total Commercial Customers

TOTAL COMMERCIAL CUSTOMERS REVENUE s 89,605

PUBLIC AUTHORITYCUSTOMERS
3/4"Meter 1 491 4911

0 0

0

0

0

0

0

0

0

7

1

t

10

$

s

s

$

$

$

40.92

52.09

B6.97

107.B9

409.26

781 .31

s

$

$

$

$

s

9,495

4,911

9,376

s

$

$

$

$

$

9,495

4,911

9,376

15

16

17

18

i s

20

21

22

1" Meter

1-1/2" Meter

2" Meter 7

3"Meter 1

4" Meter 1

Total Public Authority Customers 10

TOTAL PUBLIC AUTHORITY CUSTOMERS REVENUE

0

0

s 24.273

23
24

EFFLUENT CUSTOMERS
6" Meter
Commodity Usage

0
53,489

0
0

0
53,489

s
$ 062

$
s 33,163

$
$ 33,163

025

26

Total Effluent Customers

Total Effluent Usage

0

53,489 0

0

53,489

27

28

TOTAL COMPANY CUSTOMER COUNT

TOTAL COMPANY EFFLUENT SALES

21 ,603

53.489

1 ,485

o

23.088

53,489

29 TOTAL EFFLUENT CUSTOMERS REVENUE s 33,163

30
31
32

TOTAL RUCOPROPOSED REVENUE PER BILL COUNT
Unreconciled Difference vs Billed Revenues
Other Revenues

$

33 TOTAL REVENUE $

11,460,902
(809)

502,206

11,962,300

34
35
36

PROPOSED REVENUE PER RUCO
Difference
Percentage Difference

s
$

11,962,300

(0)
0.00%

lullullll
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Test Year Ended December 31, 2007

Wastewater District
Schedule RLM-15

Page 1 of 1

TYPICAL RESIDENTIAL BILL ANALYSIS

(A) (B) (C) (D) (E) (F)
LINE
no. DESCRIPTION PRESENT COMPANY PROPOSED RUCO PROPOSED

1
2
3

REVENUE ALLOCATION
REst DENTIAL
OTHER

TOTAL

$ 9,955,813
138,707

s 10,092,520

98.65%
1 .35%

100.00%

$ 12,864,422
162,848

'S 13 027 070

98.75%
1 .25%

100.00%

$ 11,313,882
147,041

$ 11,480,902

9B72%
128%

10000%

4
5
6

ALLOCATIONRATIOS
FIX REVENUE
VARIABLE REVENUE

TOTAL

$

$

10,059,357
33,163

10,092,520

99.67%
0.33%

100.00%

$ 12,993,907
_33,163

$ 13,027,070

99.75%
0.25%

100.00%

$ 11,427,739
33, 163

11 ,450,902$

99 71 %
029%

10000%

RESIDENTIAL(5I8" x 3l4") RATEDESIGN PRESENT COMPANY PROPOSED Rico PROPOSED

7 $ 3850 $ 46.53 $ 40.92

8
9

BASIC MONTHLY CHARGE
COMMODITY CHARGE

PRESENT PROPOSED
Flat Rate Flat Rate $
Effluent - Per 1,00 Gallons Effluent . Per 7,00 Gallons S 0.62

s
a 062

s
s 0.e2

RESIDENTIAL BILL COMPARISONS

MONTHLY
CONSUMPTION

PRESENT
MONTHLY

WATER COST

RUCO PROP'D
MONTHLY

WATER cosT

Ruck PROP'D
MONTHLY
INCREASE

RUCO PROP'D
MONTHLY

% INCREASE

10 Flat Rate $ 38.50 $ 40.92 s 2.42 8.29%
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilities Analyst v employed

by the Residential Utility Consumer Off ice ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

13

14

15

16

17

18

Please describe your qualif ications in the f ield of utilities regulation and

your educational background.

l have been involved with utilities regulation in Arizona since 1994. During

that period of time I have worked as a utilit ies rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the f ield of f inance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, f rom the University of  Phoenix. I have been

awarded the professional designation, Certif ied Rate of Return Analyst

("CRRA") by the Society of  Uti l i ty and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

19

20

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

21 been involved with.

22

23

A.

A.

Q.

Q.

1
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1

2

3

4

5

6

7

8

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of Johnson Utilities Utilities, L.L.C.'s ("Johnson

Utilities Utilities" or "Company") application for a permanent rate increase

("Application") for the Company's Water and Wastewater operations in

Pinal County, Arizona. Johnson Utilities Utilities filed the Application with

the Acc on March 31, 2008. The Company has chosen the operating

period ended December 31, 2007 for the test year ("Test Year") in this

9 proceeding.

10

11 Briefly describe Johnson Utilities' operations in Arizona.

12

13

14

15

16

17

Johnson Uti l i t ies is organized as a l imited l iabil i ty company which was

organized under  the laws of  Ar izona. According to the Company's

Applicat ion, Johnson Ut i l i t ies provided water service to approximately

17,190 cus tomers  (o f  wh ich  rough ly 97 .0  percent  were  res ident ia l

ratepayers) and wastewater service to approximately 21,603 (of which

roughly 97.0 percent were residential ratepayers) customers during the

Test Year.18

19

20 Please exp la in  your  ro le  in  RUCO's  ana lys is  o f  Johnson Ut i l i t ies ' s

21 Application.

22 I reviewed Johnson Utilit ies' Application and performed a cost of capital

23 analysis to determine a fair  rate of  return on the Company's invested

A.

A.

Q.

A.

Q.

Q.

2



Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1

2

3

4

capital. In addi t ion to my recommended capi ta l  s t ruc ture,  my direc t

testimony will present my recommended costs of common equity and my

recommended cost of long-term debt (Johnson Utilit ies has no preferred

stock). The recommendations contained in this test imony are based on

5

6

7

informat ion obtained f rom Company responses to data requests ,  the

Company's Application and from market-based research that I conducted

during my analysis.

8

9

10

11

Were you also responsible for conducting an analysis on the Company's

proposed revenue level, rate base and rate design?

No. RUCO witness Rodney L. Moore handled those aspects of the

12 Company's Application.

13

14

15

What areas will you address in your testimony?

I will address the cost of capital issues associated with the case.

16

17

18

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

19

20 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

21

22

23

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into seven sections. First, the

in t roduc t ion I  have jus t  presented and second,  the summary o f  my

3

A.

A.

A.

Q.

Q.

A.

Q.

Q.

ullllllu ill II II I \111\11 l l l l l \ l_
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

testimony that I am about to give. Third, I will present the f indings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staf f  have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of  returns for utilit ies that operate in the Arizona

jurisdiction. In this third section I will also provide a brief overview of the

current economic climate that Johnson Utilities is operating in. Fourth, l

will discuss my recommended cost of long-term debt. Fifth, I will compare

my recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh, I will comment on Johnson Utilities' cost of capital testimony.

Schedules W AR-1 through W AR-9 will provide support for my cost of

to capital analysis.

16

17 Please summarize the recommendations and adjustments that you will

18

19

address in your testimony.

Based on the results of my analysis of Johnson Utilities, I am making the

20 following recommendations:

21

22

23

Cost of Equity Capital - I am recommending an 8.31 percent cost of equity

capital to be applied to the Company's fair value rate base ("FVRB"). This

4

A.

Q.

l I u HH llllll l l
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1

2

8.31 percent f igure is based on the results that I obtained in my cost of

equity analysis, which employed both the DCF and CAPM methodologies.

3

4

5

6

Cost of Long-Term Debt - I am recommending an 8.00 percent cost  of

long-term debt. This is based on my review of the costs associated with

Johnson Utilities' only loan agreement.

7

8 Capital Structure

g

I  am recommending that  a  hypothet ica l  cap i ta l

structure, comprised of 40.00 percent long-term debt and 60.00 percent

10 common equity, be adopted by the Commission.

11

12 Weighted Average Cost of Capital - Based on the results of my

13

14

15

16

recommended capital structure, cost of common equity,  and long-term

debt analyses, I am recommending an 8.18 percent weighted average

cost of capital for Johnson Utilit ies. This f igure represents the weighted

cost of my recommended costs of long-term debt and common equity.

17

18

19

20

21

22

23

Why do you believe that your recommended 8.18 percent cost of capital is

an appropriate rate of return for Johnson Utilities to earn on its invested

capital?

The 8.18 percent cost of capital figure that I have recommended meets

the criteria established in the landmark Supreme Court cases of Bluefield

Water Works 8¢ Improvement Co. v. Public Service Commission of West

A.

Q.

5
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Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two

cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

financial soundness, allows the utility to attract capital, and also allows the

utility to perform its duty to provide service to ratepayers. The rate of

return adopted for the utility should also be comparable to a return that

investors would expect to receive from investments with similar risk

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment

That is to say that a utility, such as Johnson Utilities, is provided with the

opportunity to earn an appropriate rate of return if the Company's
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1

2

management exercises good judgment and manages its assets and

resources in a manner that is both prudent and economically efficient.

3

4 COST OF EQUITY CAPITAL

5 What is your final recommended cost of equity capital for Johnson

6 utilities?

7

8

9

10

11

12

I am recommending a cost of equity of 8.31 percent.  My recommended

8.31 percent  cost  of  equi ty f igure represents  the 8.31 percent  mean

average of the results of my DCF and CAPM analyses, which utilized both

a sample of  publ ic ly t raded water prov iders and a sample of  publ ic ly

traded natural gas local distribution companies ("LDC"). This calculation is

exhibited on page 2 of my Schedule WAR-1 .

13

14 Discounted Cash Flow (DCF) Method

15

16

17

18

19

20

21

22

Please expla in  the DCF method that  you used to  es t imate Johnson

Utilities' cost of equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of f inance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash23

A.

A.

Q.

Q.

7
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1 flows back to their present value is often referred to as the investor's cost

2

3

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

4

5

6

7

8

9

10

11

12

13

14

Another way of looking at the investor's cost of capital is to consider it from

the standpoint  of  a company that  is  of fer ing i ts  shares of  stock to the

investing public. In order to raise capital,  through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k
DI +

P0
g

15

where: k = the required return (cost of equity, equity capitalization rate),
16

D1
P0

the dividend yield of a given share of stock calculated

17

by dividing the expected dividend by the current market

18

price of the given share of stock, and

19

g = the expected rate of future dividend growth
20

8
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1 This formula is the basis for the standard growth valuation model that I

2 used to determine Johnson Utilities' cost of equity capital.

3

4

5

6

7

8

9

10

11

12

13

In determining the rate of future dividend growth for Johnson Utilities, what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First,  dividends wil l grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

constant rate of  growth into inf inity. Given these assumptions,  i f  the

dividend payout rat io remains constant, so does the earnings retention

14 ratio (the percentage of earnings that are retained by the company as

15 opposed to being paid out in dividends). T h is  be ing  t he  c as e ,  a

16

17

18

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r.

19

20

21

22

23

A.

Q.

9
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1

2

Would you please provide an example that will illustrate the relationship

that earnings, the dividend payout ratio and book value have with dividend

3

4

5

6

7

8

9

10

11

12

13

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

growth?

RUCO consultant Stephen Hil l i l lustrated this relat ionship in a Cit izens

Utilities Company 1993 rate case by using a hypothetical utility*

Table I

Year 3

$10.82

10%

$1.082

0.60

$0.649

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Year 4

$11 .25

10%

$1 .125

0.60

$0.675

Year 5

$11 .70

10%

$1 .170

0.60

$0.702

Growth

4.00%

N/A

4.00%

N/A

4.00%

14

15

16

17

18

19

Table I of Mr. Hill's illustration presents data for a five-year period on his

hypothetical utility. In Year 1,  the ut i l i ty had a common equity or book

value of  $10.00 per share,  an investor-expected equi ty return of  ten

percent,  and a div idend payout rat io of  s ixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout rat io) during

20 Year  1 Because forty percent (1 0.60 payout ratio) of the utility's

21

22

earnings are retained as opposed to being paid out to investors,  book

value increases to $10.40 in Year 2 of  Mr.  Hil l 'S i l lustrat ion. Table I

1 Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111
Testimony, dated December 10, 1993, p, 25.

I Prepared

10

A.

Q.

I
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1 presents the results of this continuing scenario over the remaining f ive-

2

3

4

5

year period.

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

6 rate, as discussed earlier, is a function of (1) the internally generated

7

8

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

9 b x r,  is also referred to as the

10

dividend growth rate, expressed as g

internal or sustainable growth rate.

11

12

13

If  earnings and div idends both grow at  the same rate as book value,

shouldn't that rate be the sole factor in determining the DCF growth rate?

14 No. Possible changes in the expected rate of return on either common

15 equity or the dividend payout ratio make earnings and dividend growth by

themselves unreliable. This can be seen in the continuation of Mr. Hill 's16

17

18

19

20

21

22

23

24

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/Sh

illustration on a hypothetical utility.

Table II

Year 3

$10.82

15%

$1.623

0.60

$0.974

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Year 4

$11 .47

15%

$t .720

0.60

$1 .032

Year 5

$12.158

15%

$1 .824

0.60

$1 .094

Growth

5.00%

10.67%

16.20%

N/A

16.20%

A.

Q.

11
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1

2

3

4

5

6

In the example displayed in Table l l ,  a sustainable growth rate of  four

percents exists in Year 1 and Year 2 (as in the prior example). In Year 3,

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent If the hypothetical utility in Mr. HilTs illustration were expected to

earn a f i f teen-percent return on common equity on a cont inuing basis,

t hen  a  s i x  pe rcen t  l ong- t e rm  ra t e  o f  g row t h  wou ld  be  reasonab le .

7 However, the compound growth rate for earnings and dividends, displayed

8 in the last column, is 16.20 percent. If  this rate was to be used in the

9

10

11

12

13

14

15

DCF model, the ut i l i ty's return on common equity would be expected to

increase by fifty percent every five years, [(15 percent + 10 percent) - 1].

This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. HilTs hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

16 percent  on occasion,  i t  would be unreal is t ic  to expect  the pract ice to

17 continue over a sustained long-term period of time.

18

19

20

21

2
[ ( Year 2 Earnings/Sh

$1.001 = [ $0.04 + $1 .00 ]
Year 1 Earnings/Sh )
4.00%

Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 )

3 [ < 1 - Payout Ratio ) x Rate of Return 1 = I ( 1 - 0.60 ) x 15.00% 1 = 0.40 x 15.00% = 6.00%

12
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1 Other than the retention of internally generated funds, as illustrated in Mr

HilTs hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

company

Yes, a company can raise new equity capital externally.

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas

The best

How does external equity financing influence the growth expectations held

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base. an investor would take into

base).

consideration the effect that a change in book value would have on the

rate of return that he or she would expect the utility to earn. If an investor

believes that a utility's book value (i.e. the utility's earning base) will

increase, then he or she would expect the return on the utility's common

stock to increase. If this positive trend in book value continues over an

Q .

13
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1

2

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

3

4

5

6

7

8

9

10

11

12

13

Please provide an example of how external f inancing affects a ut i l i ty's

book value of equity.

As I explained earlier, one way that a utility can increase its equity is by

sell ing new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

previously, the util ity's book value per share will increase in value. This

would increase both the earnings base of  the ut i l i ty and the earnings

expectations of investors. However, if  new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors

14

15

16

17

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

18 base or investor expectations.

19

20

21

22

23

A.

Q.
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Please explain how the external component of the DCF growth rate is

determined

In his book, The Cost of Capital to a Public Utility, Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

q,

external financing components. The mathematical expression for Dr

Gordon's growth rate is as follows

where g

b

g : ( br ) + ( SV )

DCF expected growth rate

the earnings retention ratio

the return on common equity

the fraction of new common stock sold that

accrues to a current shareholder. and

funds raised from the sale of stock as a fraction

where BV

of existing equity

1-i(Bv)+(mp)1

book value per share of common stock, and

MP the market price per share of common stock

Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33

15
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1

2

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?3

4

5

Yes. The external growth rate estimate (So) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

6 (Br) to arrive at a final sustainable growth rate estimate.

7

8

9

Please expla in why your calculat ion of  external  growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

10

11

12

13

14

15

16

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

As a result of this situation, l used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

17

18 Has the Commission ever adopted a cost of capital estimate that included

19 this assumption?

20 Yes. In a prior Southwest Gas Corporation rate cases, the Commission

21

22

adopted the recommendat ions of  ACC Staf f 's  cost  of  capital  witness,

Stephen Hill,  who I noted earlier in my testimony. In that case, Mr. Hill

5 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

A.

Q.

Q.

16



Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1

2

used the same methods that I have used in arriving at the inputs for the

DCF model. His f inal recommendation for Southwest Gas Corporation

3

4

5

was largely based on the results of his DCF analysis, which incorporated

t he  s am e v a l i d  m arke t - t o -book  ra t i o  as s um pt ion  t ha t  I  hav e  us ed

consistently in the DCF model as a cost of capital witness for RUCO.

6

7

8

9

10

11

How did you develop your dividend growth rate estimate?

l analyzed data on two separate proxy groups. A water company proxy

group comprised of three publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") that have similar operating characteristics to water providers.

12

13

14

15

16

17

18

Why did you use a proxy group methodology as opposed to a direct

analysis of Johnson Utilities?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with Johnson Utilities itself. Consequently it was necessary to

create a proxy by analyzing publicly traded water companies and LDC's

with similar risk characteristics.19

20

21

22

Are there any other advantages to the use of a proxy?

Yes. As I  noted ear l ier ,  the U.S.  Supreme Court  ru led in the Hope

23 d e c i s i o n  t h a t  a  u t i l i t y  i s  e n t i t l e d  t o  e a r n  a  r a t e  o f  r e t u r n  t h a t  i s

A.

A.

A.

Q.

Q.

Q.

17
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1 commensura te  w i th  t he  re tu rns  on  inves tments  o f  o ther  f i rms  w i th

2

3

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

4

5

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

6

7

8

Didn't you state earlier that Johnson Utilit ies is seeking rates for both its

water and wastewater operations in Arizona?

9 Yes, I did.

10

11

12

13

Why did you analyze only publicly traded water utilities and LDC's as

opposed to firms that provide wastewater service?

The use of water utilities and LDC's was necessitated by the fact that

14 there is a lack of financial and market information available on stand-alone

15 wastewater utilities. This in itself is not a problem, given the fact that both

to water and wastewater ut i l i t ies share similar risk characterist ics. Both

17

18

types of utilities provide a basic service for which there are no substitutes

and are also subject to strict federal and state regulations.

19

20

21

What criteria did you use in selecting the companies that make up your

water company proxy for Johnson Utilities?

22 The three water companies used in the proxy are publicly traded on the

23 New York Stock Exchange ("NYSE"). All  three water companies are

A.

A.

Q.

Q.

A.

Q.

18
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1

2

3

4

5

followed by The Value Line Investment Survey ("Value Line") and are the

same companies that comprise Value Line's large capitalization Water

Utility Industry segment of the U.S. economy (Attachment A contains

Value Line's January 23, 2009 update of the water utility industry and

evaluations of the water companies used in my proxy).

6

7 Are these the same water util it ies that you have used in prior rate case

8

9

10

11

12

proceedings?

Yes. However, in prior proceedings I have also included a fourth water

provider known as Southwest Water Company which is traded over the

counter through the National Association of Securities Dealers Automated

Quotation System ("NASDAQ").

13

14

15

16

17

18

19

Why did you exclude Southwest Water Company from your sample in this

proceeding?

Value Line has suspended its long-term projections on Southwest Water

Company as a result of accounting errors that were recently discovered by

Southwest Water Company's management. The lack of projected data

made Southwest Water Company unsuitable for my sample group of

20 water providers.

21

22

23

A.

A.

Q.

Q.

19



Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1 Please describe the companies that comprise your water company proxy

2

3

4

5

6

7

group.

My water  company proxy group inc ludes American States Water Co.

(stock ticker symbol "AWR"), California Water Service Group ("CWT") and

Aqua America, Inc. ("WTR"). Each of these water companies face the

same types of risk that Johnson Utilities faces. For the sake of brevity, I

wil l  refer to each of  these companies by their appropriate stock t icker

8 symbols henceforth.

9

10 Br ie f l y des c r ibe  t he  a reas  s ew ed  by t he  c om pan ies  i n  you r  w a t e r

11

12

13

14

company sample proxy.

In addi t ion to prov id ing water  serv ice to res idents  of  Fountain Hi l ls ,

Ar izona th rough i t s  who l l y owned subs id ia ry Chapar ra l  Ci t y W ater

Company, AWR also serves communities located in Los Angeles, Orange

15 and San Bernardino count ies in Cali fornia. CWT provides service to

16

17 Washington.

18

19

20

21

customers in seventy-f ive communit ies in Cali fornia,  New Mexico and

CW T's  pr inc ipa l  serv ice areas  are located in  the San

Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

and parts of Los Angeles. WTR is a holding company for a large number

of water and wastewater utilities operating in nine different states including

Pennsylvania, Ohio, New Jersey, Ill inois, Maine, North Carolina, Texas,

22 Florida and Kentucky.

23

A.

Q.

A.

Q.

20
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1 Are these the same water companies that Johnson Utilit ies used in its

2

3

4

5

6

application?

Johnson Utilities' cost of equity witness, Mr. Thomas Bourassa, used the

same water companies included in my proxy. Mr. Bourassa also used

three other water companies in his cost of  capital analysis which are

included in Value Line's Small and Mid Cap Edition.

7

8

9

10

11

12

13

14

15

Why did you exclude the water companies that are followed in Value

Line's Small and Mid Cap Edition?

Value Line does not provide the same type of forward-looking information

(i.e. long-term estimates on return on common equity and share growth)

on small and mid-cap companies that it provides on the three water

companies that I used in my proxy. Consequently, as in the case of

Southwest Water Company, these water providers are not as suitable as

the ones that I have used in my analysis.

16

17

18

19

20

21

22

What criteria did you use in selecting the natural gas LDC's included in

your proxy for Johnson Utilities?

As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's in my sample are tracked in Value Line's natural gas Utility industry

6 Connecticut Water Service, Inc., Middlesex Water Company and SJW Corp.

A.

Q.

A.

A.

Q.

Q.

21
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1

2

3

segment. All of the companies in the proxy are engaged in the provision

of  regulated natural gas dist r ibut ion serv ices. A t t achment  B  o f  my

testimony contains Value Line's most recent evaluation of the natural gas

4 proxy group that I used for my cost of common equity analysis.

5

6

7

8

9

10

11

12

13

14

15

What companies are included your natural gas proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("ATG"), At nos Energy Corp. ("ATO"),

Laclede Group, inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Nicor, Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

same ten LDC's that I analyzed in the most recent UNS Gas, Inc.

proceeding.7

16

17

18

19

20

21

22

Brief ly describe the regions of  the U.S.  served by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle At lant ic region (i.e.  NJI which serves port ions of northern New

Jersey, SJI which serves southern New Jersey and WGL which serves the

Washington o_o. metro area), the Southeast and South Central portions

7 Docket No. G-04204A-06-0463

22

A.

A.

Q.

Q.

H H l ll l I al l  l l Jul I
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1 of the U.S. (Le. ATG which serves Virginia, southern Tennessee and the

2 Atlanta, Georgia area and PNY which serves customers in North Carolina,

3

4

5

6

7

8

South Carolina and Tennessee), the South, deep South and Midwest (i.e.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas, GAS which provides service to northern and

western Illinois, and LG which serves the St. Louis area), and the Pacific

Northwest (i.e. NWN which serves Washington state and Oregon).

Portions of Arizona, Nevada and California are served by SWX.

9

10 Did the Company's witness also perform a similar analysis using natural

11

12

gas LDC's?

No, he did not.

13

14

15

16

17

18

19

P leas e  exp la in  you r  DCF g row t h  ra t e  c a l c u la t i ons  f o r  t he  s am p le

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of  the ut i l i t ies included in the

sample for the historical observat ion period 2003 to 2007 for both the

water and LDC industries. Schedule WAR-5 also includes Value Line's20

21

22

23

projected 2008, 2009 and 2011-13 values for the retention ratio, equity

return, book value per share growth rate, and number of shares

outstanding for both the water utilities and the LDC's.

A.

A.

Q.

Q.

23



Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Please describe how you used the informat ion displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In expla in ing my analys is ,  I  w i l l  use AW R as an example. The f irst

dividend growth component that I evaluated was the internal growth rate.

I used the "b x r"  formula (described on pages 10 and 11) to mult iply

AWR's earned return on common equity by its earnings retention ratio for

each year in the 2003 to 2007 observat ion period to derive the ut i l i ty's

annual internal growth rates. l used the mean average of this f ive-year

period as a benchmark against which I compared the projected growth

rate trends provided by Value Line. Because an investor is more likely to

be influenced by recent growth trends, as opposed to historical averages,

the five-year mean noted earlier was used only as a benchmark figure. As

shown on Schedule WAR-5, Page 1, AWR's average internal growth rate

of 2.51% over the 2003 to 2007 time frame reflects an upward trend that

began during the 2004 operat ing period. AWR rebounded f rom non-

meaningful negative growth in 2003 to 1.01% in 2004. Internal growth

17 c l imbed f rom t . 01% in  2004 to  3 .79% dur ing  2007. Value L ine is

18

19

predicting that growth will fall from 3.79% in 2007, to 4.12% during 2008.

Internal growth is expected to increase to 6.30% during the 2011-13 time

20 frame. After weighing Value Line's lower estimates on internal growth,

21

22

and no change in projected earnings, dividends and book value, I believe

that a 5.75% rate of growth is reasonable for AWR (Schedule WAR-4,

23 Page 1 of 2).

A.

Q.

24



Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1 Please continue with the external growth rate component portion of your

2

3

analysis.

Schedule WAR-5 demonstrates that the pattern of shares outstanding for

AWR increased from 15.21 mil l ion to 17.23 mil l ion from 2003 to 2007.4

5

6

7

8

9

Value Line is predicting that this level will increase from 18.25 million in

2008 to 21.00 mill ion by the end of 2013. Based on this data, I believe

that a 4.75 percent growth in shares is not unreasonable for AWR. My

final dividend growth rate estimate for AWR is 7.48 percent (5.75 percent

internal + 1.73 percent external) and is shown on Page 1 of  Schedule

10 WAR-4.

11

12

13

14

15

What is your average dividend growth rate estimate using the DCF model

for the sample water utilities?

Based on the DCF model, my average dividend growth rate estimate is

6.51 percent as displayed on page 1 of Schedule WAR-4.

16

17

18

Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's?

19 Yes.

20

21

22

23

A.

A.

Q.

Q.

A.

Q.
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1

2

3

4

What is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

6.29 percent, which is also displayed on page 1 of Schedule WAR-4.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

How does  you r  ave rage  d iv idend  g rowth  ra te  es t ima tes  on  wa te r

companies compare to the growth rate data published by Value Line and

other analysts?

Schedule WAR-6 compares my sustainable growth estimates with the

five-year projections of analysts at both Zacks Investment Research, Inc.

("Zacks") (Attachment C) and Value Line. In  the  case o f  the  water

companies, my 6.51 percent estimate falls between Zacks' average long-

term EPS projection of 9.47 percent and Value Line's growth projection of

5.03 percent (which is an average of  EPS, DPS and BVPS). My 6.51

percent estimate is also 93 basis points higher than the 5.58 percent

average of Value Line's historical and projected data (and the consensus

opinions published by Zacks) but is 48 basis points lower than Value Lines

5-year compound historica l average of  EPS, DPS and BVPS. The

estimates of analysts at Value Line indicate that investors are expecting

somewhat lower increased performance from water utilities in the future.

21

22

23

On balance, I would s a y  m y  6 . 5 1 percent estimate i s  a good

representation of the growth projections that are available to the investing

public.

A.

A.

Q.

Q.

26
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1

2

3

How do your average dividend growth rate estimates on natural gas LDC's

compare to  the growth rate data publ ished by Value L ine and other

analysts?

4

5

6

7

8

9

10

11

12

13

14

15

In regard to the natural gas LDC's, my 6.29 percent est imate also falls

between the average 9.02 percent  long- term consensus pro jec t ions

published by Zacks, and the 4.80 percent Value Line projected estimate

(which is an average of EPS, DPS and BVPS). As can also be seen on

Schedule WAR-6, the 6.29 percent estimate that I have calculated is 73

basis points higher than the 5.56 percent average of the 5-year historic

EPS, DPS and BVPS means of  Value Line and 55 basis points higher

than the 5.74 percent five-year compound historical average of Value Line

data (on Eds, DPS and BVPS). In fact,  my 6.29 percent est imate is 54

basis points higher than the combined 5.75 percent Value Line and Zacks

averages displayed in Schedule WAR-6. The est imates of both Value

Line's and Zacks' analysts indicate that investors are expecting increased

16 performance from natural gas distribution companies in the future. In the

17

18

19

case of the LDC's I would say that my 6.29 percent est imate, which is

lower than Zack's projections but higher than Value Line's forecasts, is a

fair  representat ion of  the growth project ions presented by secur i t ies

20 analysts at this point in time.

21

22

23

27

A.

Q.

l l l l l II l l l l l l I



Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1

2

3

4

5

6

7

8

9

10

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

appeared in Value Line's January 23, 2009 Ratings and Reports water

services industry update and Value Line's December 12, 2008 Ratings

and Reports natural gas utility update. I then divided those figures by the

eight-week average price per share of the appropriate utility's common

stock. The eight-week average price is based on the daily closing stock

prices for each of the companies in my proxies for the period December 1,

2008 to January 23, 2009.

11

12

13

Based on the results of  your DCF analysis,  what is your cost of  equity

capital est imate for the water and natural gas ut i l i t ies included in your

14

15

16

17

sample?

As shown on page 2 of Schedule WAR-2, the cost of equity capital derived

from my DCF analysis is 9.39 percent for the water ut i l i t ies and 10.72

percent for the natural gas LDC's.

18

19

20

21

22

23

A.

A.

Q.

Q.

28
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1 Capital Asset Pricing Model (CAPM) Method

2 Please explain the theory behind CAPM and why you decided to use it as

3 an equity capital valuation method in this proceeding.

4 CAPM is a mathematical tool that was developed during the early 1960's

5 by William F. Sharped, the Tim ken Professor Emeritus of Finance at

6 Stanford University, who shared the 1990 Nobel Prize in Economics for

7 research that eventually resulted in the CAPM model. CAPM is used to

8 analyze the relationships between rates of return on various assets and

9 risk as measured by beta.9 In this regard, CAPM can help an investor to

10 determine how much risk is associated with a given investment so that he

11 or she can decide if that investment meets their individual preferences.

12 Finance theory has always held that as the risk associated with a given

13 investment increases, so should the expected rate of return on that

14 investment and vice versa. According to CAPM theory, risk can be

15 classified into two specific forms: nonsystematic or diversifiable risk, and

16 systematic or non-diversifiable risk. While nonsystematic risk can be

17 virtually eliminated through diversification (i.e. by including stocks of

18 various companies in various industries in a portfolio of securities),

19 systematic risk, on the other hand, cannot be eliminated by diversification.

B William F. Sharpe, "A Simplified Model of Portfolio Analysis," Manaqement Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

9 Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.

A.

Q.
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1

2

3

Thus, systematic risk is the only risk of importance to investors. Simply

stated, the underlying theory behind CAPM states that the expected return

on a given investment is the sum of a risk-free rate of return plus a market

4

5

risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

6 follows:

7

8

9 where: k

k = r f + [ f $ ( r m- r f ) ]

the expected return of a given security,

10 ff risk-free rate of return,

11 [3 beta coefficient, a statistical measurement of a

12

13 rm

14 rm'r f

security's systematic risk,

average market return (e.g. S&P 500), and

market risk premium.

15

16 What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?17

18

19

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

20

21

22

23

A.

Q.
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1

2

3

4

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As cit izens and investors,  we would l ike to bel ieve that  U.S. Treasury

securi t ies (which are backed by the ful l  fai th and credit  of  the United

5

6

7

8

g

10

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components," a real rate

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the real rate of interest is subtracted from the total

11

12

13

14

15

16

17

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors,

a higher inflationary expectation by itself represents a degree of risk to an

investor. Another way of  looking at  th is  is  f rom an opportuni ty cos t

standpoint. W hen an investor  locks  up funds in long-term T-Bonds,

compensat ion must  be prov ided for  fu ture inves tment  oppor tuni t ies

foregone. This is often described as maturity or interest rate risk and it

18

19

20

can af fec t  an investor  adversely i f  market  rates  increase before the

instrument matures (a rise in interest rates would decrease the value of

the debt instrument). As discussed ear l ier  in the DCF port ion of  my

10 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

A.

Q.
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1 testimony, this compensation translates into higher rates of returns to the

2 investor.

3

4 What security did you use for a risk-free rate of return in your CAPM

5

6

7

8

9

analysis?

I used an eight -week average of  the yie ld on a 5-year U.S.  Treasury

instrument. The yields were publ ished in Value Line's  Select ion and

Opinion publicat ion dated December 5, 2008 through January 23, 2009

(Attachment E). This resulted in a r isk-f ree (rf )  rate of  return of  1.60

10 percent.

11

12

13

14

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

15

16

17

18

19

20

21

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to f ive years ,  the yield on a 5-year U.S.  Treasury Inst rument  c losely

matches the investment period or, in the case of regulated util it ies, the

period that new rates will be in effect.

22

23

32
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1

2

3

4

5

6

7

8

How d id  you ca lcu la te  the market  r isk premium used in  your  CAPM

analysis?

I used both a geometric and an ari thmet ic mean of  the historical total

returns on the S&P 500 index f rom 1926 to 2007 as the proxy for the

market rate of return (rm). For the risk-free port ion of the risk premium

component (rf), I used the geometric mean of the total returns of long-term

government bonds for the same eighty-one year period. The market risk

premium (rm - rf) that results by using these inputs is 5.10 percent (10.40%

9 5.30% 5.10%). The market risk premium that results by using the

10 arithmetic mean calculation is 6.80 percent (12.30% - 5.50% = 6.80%).

11

12

13

14

15

16

17

18

19

20

21 The be ta

22

23

How did you select the beta coeff ic ients that were used in your CAPM

analysis?

The beta coef f ic ients  (6) ,  for  the indiv idual  ut i l i t ies  used in both my

proxies, were calculated by Value Line and were current as of January 23,

2009 for the water companies and December 12, 2008 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for  t he i r  long- te rm tendency to  converge toward 1.00.

coef f ic ients  for  the serv ice prov iders  inc luded in my water company

sample ranged from 0.90 to 1.05 with an average beta of 0.97. The beta

33

A.
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1

2

coefficients for the LDC's included in my natural gas sample ranged from

0.60 to 0.75 with an average beta of 0.70.

3

4

5

6

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

7

8

9

10

average expected return of 6.53 percent for the water companies and 5.17

percent for the natural gas LDC's. My calculat ion using an arithmetic

mean results in an average expected return of 8.17 percent for the water

companies and 6.36 percent for the natural gas LDC's.

11

12 Please summarize the results derived under each of the methodologies

13

14

15

presented in your testimony.

The fol lowing is a summary of the cost of  equity capital derived under

each methodology used:

16

17

18

19

20

21

22

METHOD RESULTS

23

DCF (Water Sample) 9.39%

DCF (Natural Gas Sample) 10.72%

CAPM (Water Sample) 6.53%- 8.17%

CAPM (Natural Gas) 5.17% - 6.36%

Based on these results, my best estimate of an appropriate range for a

cost  of  common equi ty for  Johnson Ut i l i t ies  is  5.17 percent  to 10.72

34
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1 percent. My f inal recommended cost  of  common equity f igure is 8.31

2 percent.

3

4 Q How d id  you ar r ive a t  your  f ina l  recommended 8.31 percent  cos t  o f

5

6

7

8

common equity?

My recommended 8 .31 percent  cos t  o f  common equ i t y is  the  mean

average of my DCF and CAPM results. The calculation of my 8.31 percent

cost of common equity can be seen on Schedule WAR-1, Page 2 of 2.

9

10

11

12

Did you make any direct adjustment to your recommended cost of

common equity that takes into consideration the higher level of equity

contained in Johnson Utilities' capital structure?

13

14

15

No ,  I  d id  no t . However,  I  am recommending a hypothet ical  capi ta l

structure that puts the Company's capital structure roughly in line with the

capital structures of the utilities included in my sample.

16

17

18

19

20

21

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 10.50 percent cost of equity capital proposed by the Company is 219

basis points higher than the 8.31 percent OCRB cost of equity capital that

I am recommending.

22

23

A.

A.

Q.

A.

Q.
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1 Current Economic Environment

2 Please explain why it is necessary to consider the current economic

3 environment when performing a cost of equity capital analysis for a

4

5

regulated utility.

Consideration of the economic environment is necessary because trends

6

7

8

9

10

11

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

12

13

14

Please discuss your analysis of the current economic environment.

My analysis includes a brief review of the economic events that have

occurred since 1990.15

16

Schedule WAR-8 displays various economic

indicators and other data that I will refer to during this portion of my

17 testimony.

18

19

In 1991, as measured by the most recently revised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

20 growth of negative 0.20 percent. This decline in GDP marked the

21

22

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

A.

A.

Q.

Q.
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1

2

("Federal Reserve" or "Fed"), then chaired by noted economist Alan

Greenspan, lowered its benchmark federal funds rate" in an effort to

3 further loosen monetary constraints an action that resulted in lower

4 interest rates.

5

6

7

8

9

10

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

11 rate on loans to its member banks had fallen to 3.00 percent and short-

term interest rates had declined to levels that had not been seen since12

13 1972.

14

15

16

17

18

19

20

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.

11
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1 wanted to foster a situation in which economic growth would be stabilized
I

2 without incurring either a prolonged recession or runaway inflation.

3

4 Did the Federal Reserve achieve its goals during this period?

5 Yes. The Fed's strategy of  decreasing interest  rates to st imulate the

6

7

8

9

10

11

12

13

14

15

16

17

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of  1997 and 1998 respect ively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be lit t le doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

pushed stock prices and market indexes to all t ime highs from 1997 to

2000.18

19

20 What has been the state of the economy since 2001 ?

21

22

23

The U.S.  economy entered into a recess ion near the end of  the f i rs t

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

A.

A.

Q.

Q.
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1

2

3

4

5

6

7

8

9

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

10 2001. Prior to the 9/11 attacks, commentators, reporting in both the

11

12

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

13 hope of avoiding a recession.

14

15

16

17

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

18 have bottomed out during the last quarter of 2001 a lackluster economy

19

20

21

22

persisted. The continuing economic malaise and even fears of possible

deflation prompted the FOMC to make a thirteenth rate cut on June 25,

2003. The quarter point cut reduced the federal funds rate to 1.00

percent, the lowest level in forty-five years.

23
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1

2

3

4

Even though some s igns  of  economic  s t rength,  main ly a t t r ibuted to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

5

6

7

8

9

10

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced

" tha t  w i th  in f la t ion  ' qu i te  low '  and p len ty o f  excess  capac i t y in  t he

economy, policy-makers 'can be patient in removing its policy

acc0mm0dati0r\_12"11

12

13 What actions has the Federal Reserve taken in terms of interest rates

14

15

16

17

18

19

20

21

22

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the f inal appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

12 Wolk, Martin, "Fed holds interest rates steady,"MSNBC, January 28, 2004.

A.

Q.
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1

2

eighteen years. On  t ha t  sam e day,  Greenspan ' s  successor ,  Ben

Bernanke, the former chairman of the President 's Council of Economic

3

4

5

6

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor lef t  of f  and increased the federal funds rate by 25 basis

7

8

9

10

11

po in t s  dur ing  each o f  t he  next  t h ree  FOMC meet ings  fo r  a  t o ta l  o f

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of  5.25 percent. The Fed's rate increase

campaign f inally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

12

13 What was the reaction in the financial community to the Fed's decision not

14 to raise interest rates?

15

16

17

As in the past,  banks fol lowed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

18

19

20

How did analys ts  v iew the Fed's  ac t ions between January 2001 and

August 2006?

21

22

23

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

A.

Q.

A.

Q.
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1 in order to avoid creating an inflation problem in the future as opposed to

2 slowing down the strengthening economy." In other words, the Fed was

3 trying to head off inflation before it became a problem. During the period

4 following the August 8, 2006 FOMC meeting, the Fed's decisions not to

5 raise rates were viewed as a gamble that a slower U.S. economy would

6 help to cap growing inflationary pressures.14

7

8 Was the Fed attempting to engineer another "soft landing", as it did in the

9 mid-nineties, by holding interest rates steady?

10 Yes, however, as pointed out in an August 2006 article in The Wall Street

11 Journal by E.S. Browning, soft landings - l ike the one that the Fed

12 managed to pull off during the 1994-95 time frame, in which a recession or

13 a bear market were avoided .- rarely happen15. Since it began increasing

14 the federal funds rate in June 2004, the Fed had assured investors that it

15 would increase rates at a "measured" pace. Many analysts and

16 economists interpreted this language to mean that former Chairman

17 Greenspan would be cautious in increasing interest rates too quickly in

18 order to avoid what is considered to be one of the Fed's few blunders

19 during Greenspan's tenure - a series of increases in 1994 that caught the

is McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004.

14 In, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs inflation," The Wall Street
Journal Online Edition, August 8, 2006.

15 Browning, E.S, "Not Too Fast, Not Too Slow..
21, 2006.

The Wall Street Journal Online Edition, August

A.

Q.
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1 financial markets by surprise after a long period of low rates. The rapid

2 rise in rates contributed to the bankruptcy of Orange County, California

3 and the Mexican peso crisist6. According to Mr. Browning, at the time that

4 his article was published, the hope was that Chairman Bernanke would

5 succeed in slowing the economy "just enough to prevent serious inflation,

6 but not enough to choke off growth." In other words, "a 'Goldilocks

7 economy,' in which growth is not too hot and not too cold.11

8

9 Was the Fed's attempt to engineer a soft landing successful during the

10 period that followed the August 8, 2006 FOMC meeting?

11 It would appear so. Articles published in the mainstream financial press

12 were generally upbeat on the economy during that period. An example of

13 this is an article written by Nell Henderson that appeared in the January

14 30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

15 year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

16 turned considerably brighter. Inflation is falling, unemployment is low;

17 wages are rising, and the economy, despite continued problems in

18 housing, is growing at a brisk clip.H17

19

20

21

16 Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004.

17 Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

unchanged at 5.25 percent." At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crises rooted in a deterioration of the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets.19 By Friday, August 17, 2007, after a turbulent

19 week on Wall Street, the Fed made the decision to lower its discount rate

20 (i.e. the rate charged on direct loans to banks) by 50 basis points, from

18 Ip, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
8, 2007

19 Ip, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007
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1

2

3

4

6.25 percent  to 5.75 percent ,  and took s teps to encourage banks to

borrow from the Fed's discount window in order to provide l iquidity to

lenders. According to an art ic le that appeared in the August 18, 2007

edition of The Wall Street Journal, the Fed had used all of its tools to20

5

6

7

restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon lef t  was to cut  the Federal Funds rate -

possibly before the next  FOMC meet ing scheduled on September 18,

2007.8

9

10 Did the Fed cut  rates as a result  of  the subprime mortgage borrowing

11 crises?

12 Yes. At  i ts  regularly scheduled meet ing on September 18,  2007,  the

13

14

15

16

17

18

19

20

21

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's  act ion was seen as an ef for t  to curb the

aforementioned slowdown in the economy. Over the course of the next

four months,  the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

22 29, 2008.

20 Ip, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007

A.

Q.
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1 What actions has the Fed taken in regard to interest rates over the past

2

3

4

year?

The Fed made two more  ra te  cu ts  wh ich  inc luded a  75  bas is  po in t

reduction in the federal funds rate on March 18, 2008 and an additional 25

5

6

7

8

9

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inf lat ion (which the majority of FOMC members

believed would moderate during the economic slowdown).21 As a result of

the Fed's actions, the federal funds rate was reduced to a level of 2.00

10

11

12

13

14

15

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorat ing f inancial condit ion

which had now become a worldwide crisis. The administrat ions actions16

17

18

19

included Treasury Secretary Henry Paulson's request to Congress for

$700 bil l ion to buy distressed assets as part of a plan to halt  what has

been described as the worst financial crisis since the 1930's22. Amidst this

20 turmoil, the Fed made the decision to cut the federal funds rate by another

21 Ip, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,
March 19, 2008

22 Solo ran, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008

A.
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1

2

3

50 bas is  points  in a coordinated move wi th foreign cent ral  banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meet ing on October 29,  2008. At  the t ime of  th is

4

5

6

7

8 1123

9

10

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008. After a two-day

FOMC meet ing on January 28, 2009, the Fed elected not to make any

changes in the federal funds rate, stating that rate would remain low "for

some time. Presently, the Fed's discount rate is at 0.50 percent, a level

not seen since 1940s.24 Based on data released during the early part of

December 2008, the U.S. is now officially in a recession which began in

11 December of 2007.

12

13

14

Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

15

16

U.S. Treasury instruments are for the most part  st i l l  at  historically low

levels. The Fed's actions have also had the overall effect of reducing the

17

18

19

cost of many types of business and consumer loans. As can be seen in

Schedule WAR-8, the previously mentioned federal discount rate (the rate

charged to the Fed's member banks), has fallen to 0.50 percent from 5.86

20 percent in 2007.

Hilsenrath, Jon and Liz Rappaport, "Fed Weighs Idea of Buying Treasurys as Focus Shifts"
The Wall Street Journal, January 29, 2009

23

24 Hilsenrath, Jon, "Fed Cuts Rates Near Zero to Battle Slump" The Wall Street Journal,
December 17, 2008
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1

2

3

4

5

6

7

8

9

10

11

12

13

What has been the trend in other leading interest rates over the last year?

As of January 23, 2009, the leading interest rates have all dropped from

the levels that existed a year ago (Attachment E, Value Line Selection &

Opinion page 3737). The prime rate has fallen from 7.25 percent a year

ago to 3.25 percent. The benchmark federal funds rate, just discussed,

has decreased from 4.25 percent, in January 2008, to a level of 0.25

percent (as a result of the December 16, 2008 rate cut discussed above).

The yields on all of the non-inflation protected maturities of U.S. Treasury

instruments exhibited in my Attachment E have also decreased over the

past year. A previous trend, described by former Chairman Greenspan as

a "conundrum"25, in which long-term rates fell as short-term rates

increased, thus creating a somewhat inverted yield curve that existed as

late as June 2007, is completely reversed and a more traditional yield

14

15

16

17

curve (one where yields increase as maturity dates lengthen) presently

exists (Attachment E). The 5-year Treasury yield, used in my CAPM

analysis, has fallen from 3.01 percent, in January 2008, to 1.35 percent as

of January 14, 2009. The 1-Year Treasury constant maturity rate also

18 decreased from 2.87 percent over the past year to 0.41 percent. These

19

20

current yields are considerably lower than corresponding yields that

existed during the early ninet ies and at the beginning of  the current

21 decade (as can be seen on Schedule WAR-8).

22

25 Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005
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1 What is the current outlook for the economy?

2 Value Line's analysts have been decidedly pessimistic in their outlook on

3 the economy as of late and had this to say in their Economic and Stock

4 Market Commentary that appeared in the December 12, 2008 edition of

5 Value Line's Selection and Opinion publication:

6
7
8
9

10
11
12
13
14

The economic picture continues to darken, with data recently showing
additional slippage in manufacturing activity (to a 26-year low), a sharp
decline in construction spending, and another setback in
nonmanufacturing. Add to this, expectations for a weak hol iday
shopping season and for new turmoil in the housing and automobile
industries and it is not hard to make a case that the current quarter could
see a drop in the U.S. gross domestic product of 3% to 5%.

Value Line's analysts went on to state:

15
16
17
18
19
20
21
22

We face several difficult quarters up ahead. Our sense is that the first
and second quarters of 2009 will see declines in business activity of 2%
to 3%, as the broad contraction in the economy drones on for a possible
six to nine months more. At this point, none of the consumer and
industrial markets that we view as critical to a sustained revival in
economic activity (such as the housing, retail, auto, and manufacturing
sectors) appears to be even close to bottoming out.

23 Q. What is Value Line's outlook for credit availability and interest rates?

24 A. In the Selection and Opinion publication noted above, Value Line's

25 analysts had this to say:

26
27
28
29
30
31
32
33
34

Challenges will await the Obama Administration and the Federal
Reserve. Those challenges are likely to center around the need for
greater credit availability, more lending by the banks, the adoption of a
program to revive the auto industry, the passage of an effective stimulus
plan, and, possibly, further in interest rate cuts. How well these issues
are addressed will go a long way toward determining the severity of the
recession, which the National Bureau of Economic Research now claims
has been under way since December of 2007.

35
36
37

Value Line's analysts continued to state:

It is likely to be late next year before we see a durable economic

comeback start to take hold,38 Once that recovery does unfold, it is likely

A.

Q.
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to be led, ironically, by the housing market, which was the first area of

the economy to falter and could be the first to revive thanks to falling

1

2

3

4

home prices and lower mortgage rates.

5 In its January 23, Selection and Opinion publication, Value Lines

6 Analysts were somewhat more optimistic and stated the following:

7
8
9

10
11
12
13

We continue to have hopes for a second-half recovery. Our forecast
reflects expectations that the various rescue packages already in place
and the massive efforts that are expected to follow should give the
flagging economy enough of a lift by midyear for GDP to perhaps start to
increase modestly by the third quarter of this year. That possible
recovery is likely to be tepid and uneven in its early stages.

14 How has the current economic environment of lower interest rates affected

15 various regulated utility industries as a whole?

16 Value Line analyst Nils C. Van Liew took note of the environment of low

17 interest rates that existed in the early part of 2007. In Value Line's Electric

18 Utility (East) Industry update dated March 2, 2007, Mr. Van Liew had this

19 to say:

20
21
22
23
24
25
26
27
28
29

Low Interest Rates. Several factors are, no doubt, driving the electric
utilities' strong share-price performance. Perhaps most important is a
benign interest-rate environment. Utilities frequently tap the credit
markets to fund their operations. (Low interest rates mean they can cost
effectively build new power plants and maintain existing ones.) "Cheap
money" also tends to drive economic expansion, thereby increasing
electricity demand. That said, interest rates should remain relatively low,
though the likelihood that the Federal Reserve eases (monetary) policy is
small, given persistent inflation concerns.

30 While Mr. Van Liew's views appeared in Value Line's Electric Utility

31 Industry update, I believe his comments hold true for all regulated utilities

32 including the water and natural gas distribution segments. Given the fact

33 that interest rates are even lower now than they were at the time of Mr.

A.

Q.
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1 Van Liew's writing, and A-rated utility bond rates are currently lower than

2 their 2007 averages (Schedule WAR 8), I believe that his views are still

3 valid.

4

5 Has the subprime mortgage crises had an impact on borrowing?

6 Yes. The situation has had a strong impact on liquidity for both banks and

7 the capital markets. Hopefully the actions of both the U.S. Treasury and

8 the Fed will succeed in eliminating the credit crunch that presently exists

9 and restore the credit markets to their pre-subprime status.

10

11 How are water utilities faring in the current economic environment?

12 Although there are some concerns regarding long-term inf rastructure

13 requirements, water util it ies appear to be doing well according to Value

14 Line analyst Andre J. Costanza. In the October 24, 2008 quarterly update

15 on the water utility industry Mr. Costanza stated the following:

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

The Water Utility Industry has held up relatively well over the past few
months. Although the broad market has been sent into a tailspin by
growing economic uncertainties and a tightening credit market, water
utility stocks have given little, if any, ground, and have thus jumped into
the middle of the pack of The Value Line Investment Survey for
Timeliness. Companies here are enjoying an increasingly favorable
regulatory environment, but the primary reason for the share-price
strength boils down to their perceived safety. Indeed, because of the
steady stream of income these stocks generate and the necessity for
water itself, the group provides shelter for investors looking to get out of
the treacherous economic waters that have been pulling many under
without having to take too conservative a stance. With no end to the
volatility in sight, these stocks are likely to continue outpacing the broad
market averages over the coming six to 12 months.

A.

A.

Q.

Q.
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1 Mr. Costanza reiterated his sentiments on the water utility industry

2 in the most  recent  Value Line update publ ished on January 23,

3 2009:

4
5
6
7
8
9

10
11
12
13
14

Not much has changed in the Water Utility Industry since our October
report. Stocks here have held their ground for the most part, whereas the
broader market continued to struggle with ongoing economic uncertainty.
Although an improving regulatory environment has played a hand, the
industry is really benefiting from the its perceived safety, stemming from
the necessity of water itself as well as the steady stream of income that
the stocks here generate. The group as a whole ranks near the top of the
Value Line Investment Survey for Timeliness and should continue to do
well over the next six to 12 months, as investors look for a place to ride
out the economic turbulence that is likely to persist.

15 What has been the trend in Value Line's return on common equity

16 projections for the water utility industry within the last eight years?

17 Up until 2005, and with the exception of 2003, Value Line's analysts have

18 been making downward projections on water industry book returns on

19 common equity ("ROE"). In addition to the downward trend in projections

20 that I just addressed (exhibited in Attachment D), Value Line's analysts

21 have been somewhat more optimist ic in their forward-looking one-year

22 and long-term projections. As can be seen in the chart below, Value

23 Line's analysts have been somewhat high in their coming year projections

24 on ROE.

25

26

27

28

29

52

A.

Q.

I l l l l l l - l l l l



4
3?

%<., <,
' W t

{4,"2£»"".
:J/fj1 ,
.W

mf »=., - |W1" H §9 \<3'

2 4 .

Direct Testimony of William A. Rigsby
Johnson Utilities Utilities, L.L.C.
Docket No. WS-02987A-08-0180

1

2

3 The bar  char t  above  i l lus t ra tes  Va lue  L ine 's  wate r  u t i l i t y  indust ry

4 projections on ROE (the lighter bar identified as series 1), over the 2001 to

5 2006 period, versus the actual returns (the darker bar identified as series

6 2) that actually occurred during that same time frame (observation periods

7 1 through 6). The actual basis point spreads between the Value Line

8 projections and the actual returns on ROE are as follows:

Year
Value Line
Protected

Actual Book
Return on ROE Difference

9
10
11
12
13
14
15
16
17
18

2001
2002
2003
2004
2005
2006

11.0%
11.0%
10.5%
11.0%
11.0%
11.0%

10.7%
11.1%
8.8%
9.0%
9.8%
9.0%

-30 Basis Points
+10 Basis Points

-170 Basis Points
-200 Basis Points
-120 Basis Points
-200 Basis Points

19 As can be seen above, with the exception of the 2002 operating period,

20 Value Line's analyst's projections on water utility ROE's from one year out

21 were 30 to 200 basis points higher than the actual returns booked by the
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1

2

3

4

5

6

water utilities. This is why I rarely rely on projections at face value, and

only use Value Line's and Zacks' analyst's projections as guides in

developing my growth estimates for the DCF model. According to the

most recent Value Line update for the water utility industry, average

returns on common equity for the industry are expected to range from 6.00

percent in 2008 to 7.50 percent through the end of 2013.

7

8

9

After weighing the economic information that you've just discussed, do you

believe that the 8.31 percent cost of equity capital that you have estimated

is reasonable for Johnson Utilities?10

11

12

13

14

15

16

17

I believe that my recommended 8.31 percent cost of equity wil l provide

Johnson Ut i l i t ies  w i th a reasonable rate of  return on the Company's

invested capital when economic data on interest rates (that are low by

histor ical s tandards),  the current  s lowdown in growth in new housing

construction, and the Fed's ability to keep inflation in check are all taken

into consideration. As l noted earlier, the Hope decision determined that a

ut i l i ty is ent it led to earn a rate of return that is commensurate with the

18 returns i t  would make on other investments with comparable r isk. I

19

20

believe that my cost of equity analysis, which is an average of the results

of both the DCF and CAPM models, has produced such a return.

21

22

23
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1 COST OF DEBT

2

3

Have you reviewed Johnson Utilities' testimony on the Company-proposed

cost of long-term debt?

4 Yes.

5

6 How did Johnson Utilit ies calculate the Company-proposed cost of long-

7 term debt?

8

9

10

11

12

The Company-proposed 8.00 percent cost of long-term debt represents

the in teres t  ra te  assoc iated w i th  a  promissory note26 for  $772,000

(Attachment F). The loan agreement was entered into by Johnson Utilities

and the Company's Managing Member, George Johnson December 31,

1999. Under the terms of the loan agreement Johnson Utilities is required

13

14

15

to make only quarterly interest payments of 8.00 percent per annum over

the ten year life of the loan and to make a balloon payment of the principal

amount, plus any accrued interest, on December 31, 2009.

16

17

to

have you accepted the Company-proposed 8.00 percent cost of long-term

debt?

19 Yes.

20

21

22

26 Obtained through ACC Staff data request JMM 1-54.

A.

A.

A.

Q.

Q.

Q.
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1 CAPITAL STRUCTURE

2 Have you reviewed Johnson Utilit ies' testimony regarding the Company's

3 proposed capital structure?

Yes.4

5

6

7

8

Please describe the Company's proposed capital structure.

The Company is proposing a Test Year capital structure comprised of 2.79

percent long-term debt and 97.21 percent common equity.

9

10 Is Johnson Utilities' capital structure in line with industry averages?

11 No. Johnson Utilit ies' capital structure is much heavier in equity than the

12

13

14

15

16

capital structures of the water companies included in my cost of capital

analysis (Schedule WAR-9). The capital structures for those ut i l i t ies

averaged 50.2 percent for debt and 49.8 percent for equity (49.7 percent

common equity + 0.1 percent preferred equity).

The same is true when Johnson Utilities' capital structure is compared to

17

18

19

the LDC's in my sample. The capital structures for those utilities averaged

45.7 percent for debt and 54.3 percent for equity (53.6 percent common

equity + 0.7 percent preferred equity).

20

21

22

23

A.

A.

A.

Q.

Q.

Q.

56



Direct Testimony of William A. Rigsby
Johnson Utilities Uiiiiiies, L.L.C.
Docket No. WS-02987A-08-0180

1 In terms of risk, how does Johnson Utilities' capital structure compare to

2

3

4

5

6

the water utilities in your sample?

The water utilities in my sample would be considered as having a higher

level of  f inancia l r isk ( i .e .  the r isk associated with debt  repayment)

because of their higher levels of debt and lower levels of common equity.

The additional financial risk is due to debt leverage which is embedded in

7

8

9

10

11

12

13

14

the cost  o f  equ i t ies der ived f or  those companies th rough the DCF

analysis. Thus,  the  cos t  o f  equ i ty  de r ived  in  my DCF ana lys is  is

appl icable to companies that  are more leveraged and, theoret ical ly

speaking, riskier than a utility with a lower level of debt similar to Johnson

Utilities'. In the case of a publicly traded company, such as those included

in my proxy, a company with Johnson Utilit ies' level of  debt would be

perceived as having a lower level of financial risk and would therefore also

have a lower expected return on common equity.

15

16

17

18

What capital structure are you proposing for Johnson Utilities?

I am recommending a capital structure which is comprised of 40.00

percent long-term debt and 60.00 percent common equity.

19

20

21

22

23

Have you made an adjustment to your cost of common equity estimate

based on the aforementioned perception of lower financial risk?

No. The higher level of equity in my recommended hypothetical capital

structure will compensate the Company's shareholders for any perceived

A.

A.

A.

Q.

Q.

Q.
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1

2

higher levels of company-specific business risk that they believe Johnson

Utilities faces by providing a higher weighted cost of common equity.

3

4 WEIGHTED COST OF CAPITAL

5

6

7

8

9

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 10.43 percent.

This figure is the result of a weighted average of Johnson Utilities'

proposed 8.00 percent cost of long-term debt and 10.50 percent cost of

10

11

12

common equity capital. The Company-proposed 10.43 percent weighted

cost of capital is 225 basis points higher than the 8.18 percent weighted

cost of capital that I am recommending.

13

14 COMMENTS ON JOHNSON UTILITIES' COST OF EQUITY CAPITAL

15 TESTIMONY

16

17

18

19

20

21

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The Company's cost of capital witness, Mr. Bourassa is recommending a

cost of common equity of 10.50 percent. His 10.50 percent cost of equity

capital is 2.19 basis points higher than the 8.31 percent cost of equity

capital that I have calculated.

22

23

58
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What methods did Mr. Bourassa use to arrive at his cost of common

equity for Johnson Utilities?

Mr. Bourassa used both the DCF and CAPM methods. His DCF analysis

relies on two constant growth versions of the DCF model that are similar

to the model that I have used. His first constant growth model relies only

on earnings growth estimates for the "g" component of the model while his

second constant growth model relies on sustainable growth estimates for

the component. Mr. Bourassa also uses a two-stage growth version

of  the DCF model . The results  of  his  DCF analys is  range f rom 9.20

percent to 11.30 percent. His CAPM analysis uses the same model that I

have used but he obtains two different results: one obtained by using an

his tor ical  r isk premium and the other  by us ing a current  market  r isk

premium. His CAPM analysis produces results of 10.80 percent using an

historical r isk premium and 13.40 percent using a current  market  r isk

premium. His overall CAPM results range from 10.00 percent to 12.30

"g"

percent

18 DCF Comparison

19 What are the main reasons for the difference in the results that you

20 obta ined f rom your  DCF analys is  and the resul ts  that  Mr.  Bourassa

obtained from his DCF analysis using the constant growth model?

Mr.  Bourassa conducted his  analys is  in the f i rs t  quarter of  2008 and

consequently much of the data that he used in his analysis is now dated

Q.
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1

2

This can be seen in a price comparison of three of the water company

stocks that we both used in our samples: The dif ference between the

3

4

average closing stock prices used in my DCF model and spot prices used

by Mr. Bourassa in his DCF models are as follows:

5

6 Riqsby Bourassa Difference

7 AWR $31 .77 $33_15 $1.38

8 CWT $42.48 $35.77 $6.71

9 WTR $19.85 $19.81 $0.04

10

11

12

What is the main difference between your constant growth DCF results

and Mr. Bourassa's first constant growth model which relied strictly on

13

14

15

16

17

earnings growth?

In respect to Mr.  Bourassa's f irst  constant growth model,  which rel ied

strictly on earnings growth, there is a 17 basis point difference between

the average dividend yields of the three water util it ies that our samples

have in common, his 3.05 to my 2.88. However, there is a 116 basis point

18

19

20

21

22

23

difference between his 7.67 percent average growth estimate ("g") for the

three common utilities (Le. AWR, CWT, and WTR) as opposed to my 6.51

percent estimate which also takes into account other growth estimates on

dividends and book value. Subsequently Mr. Bourassa's DCF estimate,

relying only on earnings growth, is 10.74 percent as opposed to my

estimate of 9.39 percent which takes into account more recent data on

60
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1

2

stock prices and growth projections for earnings, dividends and book

value on the three water utilities our samples have in common.

3

4

5

Please explain the main dif ference between your constant growth DCF

results and Mr. Bourassa's second constant growth model which relied on

6

7

sustainable growth?

The same 17 basis point difference between our estimated dividend yields

8 exists in Mr. Bourassa's sustainable growth version of the constant growth

9 model. However, his estimate for the component is seriously flawed."g"

10

11

12

13

14

As I noted earlier in my testimony, Value Line does not provide long-term

project ions on earnings,  div idends and book value on the other three

water ut i l i t ies used by Mr. Bourassa in his sample. Consequently, Mr.

Bouras s a  us es  an  un rea l i s t i c  5 . 97  pe rc en t  av e rage  o f  h i s  g row t h

est imates for AWR, CWT and WTR for the other three water ut i l i t ies

15

16

17

included in his sample as opposed to using actual accounting information

that is specific to those water utilities. This has the effect of increasing his

DCF model's median average estimate by 30 basis points.

18

19 Did you conduct a two-stage DCF analysis like the one conducted by Mr.

20 Bourassa?

21

22

23

No. Primarily because the growth rate component that I estimated for my

single-stage model already takes into consideration both the near-term

and long-term growth rate projections that Mr. Bourassa averaged in his

A.

A.

Q.

Q.
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1

2

multi-stage model. This  being the case,  I  saw no need to conduct  a

separate DCF analysis.

3

4 CAPM Comparison

5 What are the main differences between your CAPM results and Mr.

6 Bourassa's CAPM results?

7 The main dif ferences between our CAPM results is  at t r ibutable to the

8

9

10

11

12

13

14

selection of U.S. Treasury instruments used as inputs for the risk-free rate

of return and the time period that has expired since Mr. Bourassa filed his

direct testimony. As l  explained in my test imony on the economy, the

interest rates on U.S. Treasury instruments have fallen over the past year

as a result of the Fed's rate cutting actions (Attachment E). In addition,

Mr.  Bourassa tends to rely on longer term maturit ies greater than f ive

years that are unrealistic proxies when one takes into account that utilities

15 generally file for new rates every three to five years.

16

17

18

19

20

21

22

23

Have you updated Mr. Bourassa's CAPM inputs?

Yes. Based on data for the week ended January 23, 2009 (obtained in a

Federal Reserve Statistical Release dated February 2, 2009), the average

yield of the 5, 7 and 10-year U.S. treasury instruments, that Mr. Bourassa

used as the r isk f ree rate in his historical market  r isk premium CAPM

model, was 2.04 percent as opposed to the average yield of 3.40 percent

that he rel ied on. The yield on the 30-year rate was 3.17 percent  as

62
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1

2

opposed to the 4.70 percent rate that Mr. Bourassa used in his current

market risk premium CAPM model.

3

4 How did Mr. Bourassa arrive at his f inal 10.50 percent cost of common

5

6

equity for Johnson Utilities?

Mr. Bourassa's final estimate of 10.50 percent is based upon his review of

7 the results o f  h i s various DCF and CAPM models, a long w i th

8 consideration of other factors relevant to Johnson Utilities. He states that

g

10

he believes that the 10.50 percent figure is a conservative estimate due to

Johnson Utilit ies' smaller size and higher operational/business risks are

11 taken into consideration.

12

13

14

Does your silence on any of the issues, matters or findings addressed in

the testimony of Mr. Bourassa or any other witness for Johnson Utilit ies

15 constitute your acceptance of their posit ions on such issues, matters or

16

17

findings?

No, it does not.

18

19 Does this conclude your testimony on Johnson Utilities?

20 Yes, it does.

A.

A.

Q.

A.

Q.

Q.
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Qualifications of William A. Riqsby. CRRA

EDUCATION : University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development 81 Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 20o1

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor II and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor II
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 - October 1994
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No Type of Proceeding

ICE Water Users Association U-2824-94-389

Rincon Water Company U-1723-95-122

Original CC&N

Rate Increase

Ash Fork Development
Association. Inc E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association. Inc U-1853-95-328 Rate Increase

Mirabeil Water Company, Inc U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth
To Issue Stock

W-01651 A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc W-01812A-98-0-90 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Mara fa Water Service, Inc. W-01493A-99-0398

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530

GTE California, Inc. T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, Inc. T-01846B-99-051 1 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company W-02113A-00-0233

W-01303A-00-0327

Reorganization

FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

T-03777A-00-0575

W-02074A-00-0482

Financing

WIFA Financing

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates, Inc. w-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01-0165 Financing

Picaoho Water Company W-03528A-01-0169 Financing

W-03861A-01-0167 Financing

W-02025A-01-0559 Rate Increase

Ridgeview Utility Company

Green Valley Water Company

Bella vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A.02-0619 Rate Increase

3



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceeding

Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

Rio Rico Utilities, Inc. WS-0267/A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0_50 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

Arizona-American Water Company W-01303A-05-0405 ACRM Filing

G-04204A-06-0463 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company W-01303A-07-0_09 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

W-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona-American Water Company w-01303A-08-0227 et al. Rate Increase
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Composite Statistics: Water Utility Industry
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Water Action Plan that are aimed at limiting outside
influences (such as weather) on usage rates. This ought
to help providers generate smoother earnings results

D o w n s i d e

Not all is rosy here, however. Infrastructure costs in
the United States are high and expected to increase even
further going forward as many waterways are outdated
and in need of maintenance and or a complete overhaul
Meanwhile, the threat of bioterrorism has prompted the
EPA to up its requirements in recent years, leading us to
believe that infrastructure repairs will require hundreds
of millions of dollars in maintenance during the coming
decade. Unfortunately, most of the companies in the
sector are strapped for cash and do not have the finances
to fund the necessary improvements. They are forced to
seek outside financing, thus diluting shareholder gains
or close up shop

Not much has changed in  the Water  Ut i l i ty  In
dusty since our October report. Stocks here have
held their  ground for  the most par t,  whereas the
broader  market continued to struggle with ongo-
ing economic uncer tainty. Although an improving
regu la tory  env i ronment has  p layed a  hand,  the
industry is really benefiting from the its perceived
safety, stemming from the necessity of water itself
as  wel l  as  the s teady s tream of income that the
stocks here generate. The group as a whole ranks
near the top of the Value Line Investment Survey
for Timeliness and should continue to do well over
the next six to 12 months, as investors look for  a
place to r ide out the economic turbulence that is
l ikely to persist

The industry's long-term outlook is a completely
d i f fe r en t  s to r y ,  howev e r .  The  a fo r emen t ioned
regulatory changes (see below for further details)
undoubted ly  boos ts  earn ings  g rowth  po ten t ia l ,
but the capital intensive nature of the water  uti l -
i t y  b u s in e s s ,  c o u p le d  w i th  ma n y  e n t i t i e s '  i n d
equate financial reserves, will offset most of these
gains. Although the div idends add some appeal,
none of the stocks in this group stand out for 3- to
5-year  total return potential

C on c l u s i on

Favorable Market Environment

The economy 's  nosedive has  been ex t remely  harsh on
m os t ,  w i t h  p rec i p i t ous  s ha re -p r i c e  dec l i nes  bec om i ng
s omewhat  c ommonplac e.  Howev er ,  Water  Ut i l i t y  s t oc k s
hav e not  been as  hard  h i t ,  w i t h  t he i r  l ower  r i s k  pro f i l es
ent i c ing many  seek ing some shel ter .  This  t rend i s  l i ke ly
to cont inue,  as  there is no rec ov ery  i n  s ight  j us t  y e t

Improving Regulation

Now more than ever we believe that initiating a
position in the Water Utility industry may be prudent
Although the 3~ to 5-year prospects of these stocks pale
in comparison to the Value Line median, projections for
many outside the industry are counting on an economic
recovery. However, there is no turnaround in sight and a
timeline for such a scenario continues to elude Wall
Street. That said, water utility stocks are likely to
continue to do well regardless of the economic backdrop
because water is and will always be a necessity. Even
still, it is important to remember that the individual
reports of each stock should be carefully reviewed before
making a financial commitment. On that note, however
we believe that California WaterServices is an interest
in candidate, given its Above Average (2) ranking for
Timeliness. American Water Works continues to intrigue
us, too, but its short trading history makes it a specula
five play. Meanwhile, Aqua AmericaS M&A strategy
gives it the most upside in our opinion, despite adding
more risk

State run regulatory authorities were put in place to
help maintain a balance of power between customers
and providers and ensure fair business practices were
followed. However, such has not always been the case
with the commissions typically backing the public dur-
ing disputes. That said, regulators appear to have
turned over a new leaf, handing down more timely and
favorable general rate cases of late. The trend is most
noticeable in the Golden State. where the California
Public Utilities Commission has been delivering compo
rate friendly decisions on general rate cases. More
recently, it has enacted mechanisms set forth in the

A n d r e  J Costanza
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C o u n t y .  A c q u i r e d  C h a p a r r a l  C i t y  W a t e r  o f  A r i z o n a  ( 1 0 1 0 0 ) .  H a s

r o u g h l y  5 7 2  e m p l o y e e s .  O f f i c e r s  &  d i r e c t o r s  o w n  4 . 4 %  o f  c o m m o n

s t o c k  ( 4 1 0 8  P r o x y ) .  C h a i r m a n :  L l o y d  R o s s .  P r e s i d e n t  &  C E O : F l o y d
W i c k s ,  In c :  C A .  A d d r . :  6 3 0  E a s t  F o o t h i l l  B o u l e v a r d ,  S a n  D i m e r s ,  C A

9 1 7 7 3 .  T e l e . :  9 0 9  3 9 4  3 6 0 0 .  In t e r n e t :  w w w . a s w a t e r . c o m .

B U S I N E S S : A m e r i c a n  S t a t e s  W a t e r  C o .  o p e r a t e s  a s  a  h o l d i n g

c o m p a n y .  T h r o u g h  i t s  p r i n c i p a l  s u b s i d i a r y ,  G o l d e n  S t a t e  W a t e r

C o m p a n y ,  i t  s u p p l i e s  w a t e r  t o  m o r e  t h a n  2 5 0 , 0 0 0  c u s t o m e r s  i n  7 5

c o m m u n i t i e s  i n  1 0  c o u n t i e s .  S e r v i c e  a r e a s  i n c l u d e  t h e  g r e a t e r
m e t r o p o l i t a n  a r e a s  o f  L o s  A n g e l e s  a n d  O r a n g e  C o u n t i e s .  T h e  c o m -

p a n y  a l s o  p r o v i d e s  e l e c t r i c  u t i l i t y  s e r v i c e s  t o  n e a r l y  2 3 , 2 5 0  c u s t o m

comes.

inks. We estimate that American earned
$0.38 a share in fourth quarter.
There is probably addi t ional  help on
the horizon. American has been supply-
ing military bases for less than five years.
We believe that this franchise holds prom-
ise, and will turn profitable by the end of
this year, as the company gets its feet un-
der it. Meanwhile, the regulated business
should continue to benef i t  f rom the
CPUC's ongoing shift to a more business
friendly mentality. General rate cases are
likely to continue having favorable out-

In all, American is pegged to report
earnings of $1.75 a share i n  2009,
representing 19% year-over-year growth.
The stock is neutral ly ranked for
Timeliness, with the recent earnings hic-
cup possibly keeping the issue from out-
performing the market. Although risk-
averse investors may like the good divi-
dend yield, the capital intensive nature of
infrastructure maintenance, coupled with
the company dearth of cash, means that
it will have to look to outside financiers to
foot the bill, diluting shareholder gains to
2011 2013.
Andre _Z Costanza January 23, 200.9

American States Water ran into some
unexpected problems in the third
quarter, as the water uti l i ty provider
reported earnings of $0.26 a share, which
was 41% below last year's mark and well
off our estimate. Overall, water usage
slipped nearly 7%. The com any's Golden
State Water Company }SWC) had
trouble offsetting higher operating costs,
while its nonregulated subsidiary
struggled to lock in expected price
redeterminations on its military contracts.
The fourth quarter  probably saw
earnings get hack on track, however.
The regulatory environment §°f much bet-
ter in late August when t e California
Public Utilities Commission authorized
GSWC to implement a water revenue ad-
justment mechanism (WRAM) and a
modified cost balancing account (MCBA).
Although these measures did not go into
effect until late November, the benefits are
undeniable. MCBA allows the company to
recover supply costs due to changes in
water supply mix, while basically insulat-
ing revenues from incidents that may
cause significant variation in usage rates,
thus resulting in more predictable earn

Target Price Range

"Apu-l

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  St a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

(A) Primary earnings. Excludes nonrecurring (B) Dividends historically paid in early March
gains: '91, 73¢, '92, t3¢, '04, 14¢, '05, 25¢, June, September, and December, l Div'd rein
06, 6¢. Next earnings report due early Febru- vestmenl plan available
are. May not add due to rounding (C) in millions, adjusted for splits
<9 2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind
THE PUBLISHER lS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HERElN. This publication is strictly lot subscriber's own, non-commercial, internal use. No pan
of it may be reproduced, resold, stored or transmitted in any printed. electronic or other lam, or used lot generating or marketing any printed or electronic publication, seniice or product
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n o n r e g u l a t e d  w a t e r  s e r v i c e  t o  r o u g h l y  4 6 3 , 6 0 0  c u s t o m e r s  i n  a s

o o m m u n h i e s  i n  C a l h o m i a ,  W a s h i n g t o n .  N e w  M e x i c o .  a n d  H a w a i i .
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Ongoing on the '°§".
rant continue to be a wind all

That ,
much in the way of 3-

a f o r e m e n t i o n e d

The stock is testing its all-

dip back into the high single digits in
2009. Share net is pegged to advance 13%
in the fourth quarter.
These shares have picked up consid-
erable steam since our October
report. Theylve swelled roughly/ 34% in an
otherwise sinking market. T e issue is
now ranked 2 (Above Average) for Timeli-
ness and is expected to continue out-
performing the broad market over the next
six to 12 months. given the economic un-
certainty we envision persisting and the
industry's historically safe billing.

said these shares do not hold
to 5-year appre-

ciation potential. Water distribution is a
very capital-intense business, with aging
infrastructures and increasingly stringent
EPA requirements likely to necessitate
even higher capital spending budgets
going forward. Indeed, CWT is light on
cash and will have to look to outside finan-
ciers to foot the bill thus diluting share-
holder gains.
tinle high and is already trading within
our 2011-2013 Target Price Range. We
think there will be a better entry point.
Andre J. Cuslanza January 23, 2009

improvements
Into
for california Water Service Group.
The water utility provider reported earn-
ings of $1.06 in the third quarter. 58% bet
tee than last year. Revenues increased
16%, to $131.7 million, thanks to favorable
decisions regarding General Rate Cases
(GRC) by the California Public Utilities
Commission (CPUC). Notably, the compa-
ny recently received a $47 million annual
revenue increase retroactive to July let for
its 2007 GRC. Meanwhile, the CPUC also
implemented a water revenue adjustment
mechanism, a modified cost balancing ac-
count, and tiered rates. The new mechan-
isms ought to better enable California Lo
recover incurred costs and generate more
consistent revenues.
We expect growth rates to remain
solid, albeit slow a bit. Although the

regulatory changes. along
with the recent purchase of Hawaii-based
Waikoloa Water and Wastewater Systems.
augur well for the top line, the company
must still contend with burgeoning infra
structure maintenance expenses (see be-
low). In all, we look for earnings growth to

( B ) Div id en d s  h is to r ica l ly  p a id  in  mid -F eb .
M a y .  Au g . ,  a n d  No v .  I  Di v 'd  r e i n v e s t me n t  p l a n
a v a i la b le .

$ 6 9 . 7  m i l l . , B 4 4
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I n  I n d .  d e f e r r e d c h a r g e s .  In  ' 0 7 :
3 . 3 7 Is h .

( D)  I n  mi l l i o n s  a d j u s t e d  l o t s p l i t .
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( A )  Ba s i c  EPS.  Exc l .  n o n r e c u r r i n g  g a i n  ( l o s s ) :
' 0 0 ,  ( 7 ¢ ) ,  ' 0 1 ,  4 ¢ ,  0 2 ,  8 ¢ .  Ne xt  e a r n i n g s  r e p o r t
d u e  e a r l y  F e b .

e 2009, Value Line Publishing, Inc. All r ights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al any k ind.
THE PUBLISHER iS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is str ict ly lot subscriber's own, noncommercial, internal use. No part
al Ir may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service 01 product.F



AQUAAVIERICANYSE-WTR 19.91RECENT
PRICE

25.5
24.u)

PIE
RATI0 24.682323 2.10RELATIVE

PIE RATI0

DIVD
YLD 2.7% VALUE

LINE

2
3
1

TIMELINESS

SAFETY

TECHNICAL

BETA

Raised 11/14m8

Lowered 811103

Raised119/09

w  ( 1 . 0 0 Market)

2 0 1 1 - 1 3  P R O J E C T I O N S
A ' I  T  1  I

P r i c e Ga i n "8e¢u?n"
High 3 0 4 5 0 % 3 1 3 %
L o w 2 0 ( N l l 3 %

I n s i d e r D e c i s i o n s

F  M  A  M  J  J  A  s  o
0  0  0  0  0  0  0  0  0
1  0  0  1 0  0  0  0  0
0  0  0  1  0  0  0  0  0

to Buy
Options
in Sell

I n s t i t u t i o n a l  D e c i s i o n s
1QZOOB

9 9
1 1 1

6 2 4 8 5

392098
1 0 3
1 0 a

6 2 1 5 0

202008
1 1 5
1 1 1

5 6 3 5 8

to Buy
ti! Sell
Hld's[l)DD

12.0
6.3

14.8
9.4

15.0
9.8

16.8
11.8

18.5
14.2

29.2
17.5

29.8
20.1

26.6
18.9

22.0
12.2

4 Ior-
i

nr-4 l l l l l III
. | .

for~4 I I l l l l l vIII"ll H

5. for»4 II -IIlh ll'
I.|

lll.n |
/ " .

2012

divided b

3-[or-2 split 7/96

5~|or-4 spot 12/00

5Ior~4 spin 12/03

3233811area:

L EGENDS
1.60 x Dividends i' sh

. 3 Interns Rate
Relative rice Strength

4lor-3 Eph! 119B

5lor-4 spilt 12101

4-[0r-3 spin 12105
0 Yes

prior recession
Latesl recession began 12/07

I

1
|

. |

- |
I

*Q /
/

I

"o a

. ll.l l Ie  I ' l l
II I

I I I I

l l l l l l IMmIll ill ill lllllllllll :HI I IIIII llH
2007

4 . 5 2

1 . 3 1

.71

. 4 8

1 . 1 9

7 . 3 2

1 3 3 . 4 0

3 2 . 0

1 . 7 0

2 .1 %

6 0 2 . 5

9 5 . 0

3 8 .9 %

3 .1 %

5 5 .4 %

4 4 .6 %

2 1 9 1 .4

2 7 9 2 . 8

5 .9 %

9 .7 %

9 .7 %

| . l l

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

1 . 8 2

. 3 9

.24

. 2 0

1 . 1 0

. 4 2

.2 4

. 2 1

1 . 8 2

. 4 2

. 2 6

. 2 1

1 . 8 4

. 4 7

. 2 9

. 2 2

1 8 6

. 5 0

. 3 0

. 2 3

2 . 0 2

. 5 6

.3 4

.2 4

2 . 0 9

. 5 1

. 4 0

. 2 6

2 . 4 1

. 1 2

. 4 2

. 2 7

2 . 4 6

. 7 6

. 4 1

. 2 8

2 . 1 0

.Se

.51

. 3 0

2 . 8 5

.9 4

.5 4

.3 2

2 . 9 1

. 9 6

. 5 1

. a s

3 . 4 5

1 . 0 9

.6 4

. 3 7

3 . 8 5

1 .2 1

.11

. 4 0

. 6 0

2 . 0 9

. 4 7

2 . 2 9

. 4 6

2 . 4 1

. s o

2 . 4 6

.48

2.69

. s o

2 .8 4

. 8 2

3 . 2 1

. 9 0

3 . 4 2

1 . 1 6

3 . 8 5

1 . 0 9

4 . 1 5

1 . 2 0

4 . 3 5

1 . 3 2

5 . 3 4

1 . 5 4

5 . 8 9

1 . 8 4

6 . 3 0

5 1 . 2 0 5 9 . 4 0 5 9 . 7 7 6 3 . 7 4 6 5 . 7 5 6 7 . 4 7 1 2 . 2 0 1 0 6 . 8 0 111.82 113 .97 1 1 3 . 1 9 1 2 3 . 4 5 1 2 1 . 1 8 1 2 8 . 9 7

1 2 . 5

. 7 6

6 . 8 %

1 4 . 4

. a s

5 .9 %

1 3 . 5

. 8 9

6 .0 %

1 2 . 0

. 8 0

6 .2 %

1 5 . 6

. 9 8

4 . 9 %

1 7 .8

1 . 0 3

3 .9 %

2 2 . 5

1 . 1 1

2 .9 %

2 1 . 2

1 . 2 1

3 .0 %

1 8 . 2

1 . 1 5

3 .3 %

2 3 . 5

1 .2 1

2 .5 %

2 3 . 5

1 . 2 9

2 .5 %

2 4 . 5

1 . 4 0

2 . 5 %

2 5 . 1

1 . 3 3

2 .3 %

3 1 . 8

1 . 6 9

1 .8%

2006

4 . 0 3

1 .2 6

. 7 0

.4 4

2 . 0 5

6 . 9 6

1 3 2 . 3 3

3 4 . 7

1 . 8 7

1 . 8 %

5 3 3 . 5

9 2 . 0

3 9 .6 %

2 .9 %

5 1 .6 %

4 8 .4 %

1 9 0 4 .4

2 5 0 6 . 0

6 .4 %

1 0 . 0 %

1 0 . 0 %

200a

4 . 6 0

1 . 6 0

. 7 7

. 5 1

us
7.60

1 3 5 .2 5

2 1 6

1 . 4 9

2 .8 %

5 2 5

1 0 5

3 9 . 0 %

2 . 7 %

5 5 . 0 %

4 5 . 0 %

2 2 7 5

J i a o

6 . 0 %

10 .0%

10.0%

u s
1.75
.as
.54

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p a r  s h

Ea mi n g s  p a r  s h  A

D i v ' d  D e d ' d  p e r  s h  ' I

5 . 4 5

2 . 1 5

1 . 0 0

. 0 0

1 . 9 0

7 . 9 5

Cl p ' l  Sp e n d i n g  p e r  s h
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L T  De b t  $ 1 2 1 1 . 4  mi l l . L T  I n t e r e s t  $ 6 5 . 0 m i l l .
(LT  in te res t  earned :  3 .3x ,  to ta l  in te res t  coverage:
3 . 1 x ) ( 5 5 %  o f  Ca p ' l )
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4 a .0 %

4 9 6 . 6

6 0 9 . 8

7 8 2 . 7
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1 0 7 6 . 2

1 4 9 0 . 8

1 3 5 5 . 7
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7 .6 %

12.2%
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11.7%

11.7%

7.8%

12.3%

12.4%

7 .6 %

12.7%

1 2 . 7 %

6 .4 %

10.2%

10.2%

6 .7 %

10.7%

10.7%

6 .9 %

11.2%

11.2%

4 .5 %

6 4 %

4 .3 %

5 5 %

4 .7 %

6 0 %

5.1%

59%

5 .2 %

5 9 %

4 .2 %

5 8 %

4 .6 %

5 7 %

4 .9 %

5 6 %

3.7%

6 3 %

3 .2 %

6 7 %

3 .5 %

5 6 %

3 . 5 %

6 4 %

Ru t a ln u d t o  C o m  E t

A l l  D i v ' d s  m N e t P M

3 . 0 %

6 0 %

o t h e r s .  W a t e r  s u p p l y  r e v e n u e s  ' 0 7 :  r e s i d e n t i a l ,  6 0 % ,  c o m m e r c i a l ,

1 4 % ,  i n d u s t r i a l  &  o t h e r ,  2 6 % .  M u m  a n d  d i r e c t o r s  o w n  1 . 4 %  o f

t h e  c o m m o n  s t o c k  ( 4 1 0 8  P r o x y ) .  C h a i r m a n  &  C h i p  E x e c u t i v e  O f -

f i c e r :  N i c h o l a s  D e B e n e d i c l i s .  In c o r p o r a t e d :  P e n n s y l v a n i a .  A d d r e s s :

7 6 2  W e s t  L a n c a s t e r  A v e n u e ,  B r y n  M a w r ,  P e n n s y l v a n i a  1 9 0 1 0 .  T e l -

e p h o n e :  6 1 0 - 5 2 5 - 1 4 0 0 .  In t e r n e t :  w w w . a q u a a m e r i c a . c o m .

B U S I N E S S :  A q u a  A m e r i c a ,  I n c .  i s  t h e  h a d i n g  c o m p a n y  l o t  w a t e r

a n d  w a s t e w a t e r  u t i l i t i e s  t h a t  s e r v e  a p p r o x i m a t e l y  2 . a  m i l l i o n  r e s i -

d e n t s  i n  P e n n s y l v a n i a ,  O h i o ,  N o r t h  C a r o l i n a ,  I l l i n o i s ,  T e x a s ,  N e w

J e r s e y ,  F l o r i d a ,  i n d i a n a ,  a n d  1 ' n e  o t h e r  s t a t e s .  D i v e s t e d  t h r e e  a l

l o u r  n o n - w a t e r  b u s i n e s s e s  i n  ' 9 1 :  t e l e m a r k e t i n g  g r o u p  i n  ' 9 3 ;  a n d

o t h e r s .  A c q u i r e d  A q u a S o u r c e ,  7 / 0 3 ,  C o n s u m e r s  W a t e r ,  4 / 9 9 ,  a n d

l ively, Lo help f inance this project.
T h e  c o m p a n y  i s  b u s y  o n  t h e  a c q u i s i -
t i o n  f r o n t  t o  s u p p o r t  s a l e s  a n d  e a r n -
i n g s  g r o w t h  o v e r  t h e  c o m i n g  3  t o  5
y e a r s .  I n  t h e  Se p t e m b e r  i n t e r im ,  Aq u a
p u r c h a s e d  E m l e n t o n  W a t e r  C o . ,  w h i c h
serves  approx imate ly  1 ,200 cus tomer s  in
western Pennsy lvania.  Th is  buyout  came
a f t e r  a  p e r i o d  o f  t i m e  w h e n  A q u a  h a d
taken over  operat ions  of  the ent i t y  under
an  emergency  or der  f r om the  Pennsy lva-
n i a  Pu b l i c  U t i l i t y  C on lm i s s i on .  T h i s  w i l l
expand  i t s  cus t omer  hose  in  t h i s  r eg ion .
Other  purchases wi l l  l ike ly  occur  wel l  in to
the next decade to bolster market share.
T h i s  s t o c k  i s  r a n k e d  t o  o u t p a c e  t h e
b r o a d e r  m a r k e t  i n  t h e  c o m i n g  s i x  t o
12 months .  Desp i t e  the  d i f f i cu l t ies  in  the
economic markets.  earnings growth should
cont inue at  a sol id  pace over  the next  f ew

g a r t e r s .  T he  ma r ke t s  have  s hown  c on -
idence in these shares.  lead ing to a stock

pr ice gain of  near ly 14% f rom our  October
rev iew.  Consequent ly ,  the cur rent  quota-
t ion d iscounts  much of  the earn ings gains
we expect  f or  2011-2013,  l imit ing  i t s  ap-
preciat ion potent ial.
John D .  Burke

A q u a  A m e r i c a  p r o b a b l y  e n d e d  2 0 0 8  o n
a  g o o d  n o t e . i r i n g  t  c  t h i r d  q u a r t e r ,
e a r n i n g s  i n c r e a s e d  1 8 %  f r om  t h e  p r i o r
year. on the strength of  a 7% r ise in sales.
Th is  was  most ly  due  t o p r ic ing  in i t ia t ives
and c o s t - c u t t i n g  e f f o r t s ,  a n d  t h i s  mo -
mentum ought to have carr ied share net  to
an 8% gain from the pr ior year.
R a t e  i n c r e a s e s  a n d  r e s t r u c t u r i n g  i n -
i t i a t i v e s s h o u l d b o l s t e r t o p - a n d
bot t om- l ine  g r owth  in  2009 .  The  compa-
ny has a total of  e ight  rate cases in var ied
s t ages  o f  t he  r egu la t o r y  p r oce s s .  wh i ch
shou ld  add  $21  mi l l i on  pe r  annum t o  t he
top l ine,  and wi l l  probab ly be inst ituted in
t he  l a t t e r  h a l f  o f  2009 .  An  ad d i t i ona l  l l
cases were slated to be f i led in the Decem-
ber  inter im. Twenty-f ive new requests are
set  to be f i led over  the next  few quar ters.
and  wou ld .  i f  s u c ce s s f u l ,  c on t r i b u t e  ap -
proximately $475 mil l ion per  annum out  to
the next  decade.  Meanwhi le ,  the company
has  secured  f und ing  of  $70 mi l l ion  f or  an
in f r a s t r u c t u r e  imp r ovemen t  p l an  f o r  i t s
Aqua Pennsy lvania branch.  Avai lab le  cash
f l ow  wou ld  b e  u sed ,  and  t ax - f r e e  b ond s
w i l l  a l s o  b e  i s s u e d ,  w i t h  $ 9  m i l l i o n  a t
6.25% and  S13 mi l l ion  at  6 .75%.  r espec- January 23, 2009
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ATTACHMENT B



INDUSTRY TIMELINESS: 21 (of 99)

Composite Statistics: Natural Gas Utility

2004 2005 zoos 2007 2008 2009 11-1a

21683

9081

28176

1087.3

30783

1218.7

30588

1250.4

32000

1325

34000

1400

Revenues ($mill)

Net Profit ($miII)

40500

1650

38.4%

4.2%

36.7%

3.9%

35/4%

4.0%

33.5%

4.1%

36.0%

4.1%

as,0%

4.1%

IncomeTax Rate

Net Profit Margin

36.0%

4.1%

50.9%

48.9%

51.3%

485%

51.5%

48.4%

49.5%

50.4%

51.0%

48,0%

51.0%

4e.0%

Long-Term Debt Ratio

Common Equity Ratio

52.0%

46.0%

16806

18979

18933

21340

20687

22849

21592

23904

22500

25250

24000

26500

Total Capital ($milI)

Net Plant ($mill)

27500

40000

6.9%

11.0%

11.0%

7.5%

11.8%

11.8%

7.5%

12.29

12.2%

74/0

11.5%

11.5 /»

6.0%

11,0%

110%

6.0%

11.5%

11.5%

Return on Total Cap'l

Return on Shr. Equity

Return on C¢>m Equity

6.0%

12.0%

12.0%

4.3%

61%

4.9%

59%

5.4%

55%

4.9%

57%

5.3%

60%

5.5%

60%

Retained to Com Eq

All Div'ds to Ne! Prof

6.07

60%

15.5

.82

3.9%

15.9

.85
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when evaluating rate cases. All told, investors should
keep an eye out for these decisions, which will likely
continue to impact this indusLryls performance going
forward.

The Natural Gas Utility Industry has moved to
the top quartile of our industry spectrum for
Timeliness since our September review. However,
this group has been facing a challenging operating
environment due to a tough regulatory climate,
frustrating weather conditions, and weakness in
the economy. These utilities have remained resil-
ient, though, and have continued to post solid
results. Thus, investor sentiment has improved for
these good-quality businesses, despite of the tur-
moil in the world's financial markets.

Weather

Macroeconomic Climate

The majority of this sector's annual profits will be
derived over the next few months during the peak
heating seasons. Thus far, earnings have been mostly
unimpressive for this group this year. Therefore, the
coming months will be key for companies trying to post
gains in 2008.

Investors should watch for unseasonably warm or cold
weather because these patterns can create volatility for
this group. Many enterprises contend with this risk by
using weather-adjusted rate mechanisms. This strategy
hedges the risk of weather abnormalities, enabling utili-
ties to maintain their steady operating performance.

Much has happened since our last report. The global
economy has weakened considerably in recent months.
Accordingly, the domestic economy has moved into a
recession. The weak real estate market and the credit
crunch have been among the factors behind the slow-
down. Natural Gas Utilities have not been immune to
these problems. To be sure, weakness in the housing
market has weighed on demand in this industry. Fur-
thermore, consumers are becoming more cost-conscious,
which has led to more energy conservation. As a result,
usage continues to decline across the industry. What's
more, as consumers continue to face this tough economic
environment, bill collection will likely become increas-
ingly difficult in the year ahead. Despite these pres-
sures, this sector has become a more attractive choice
relative to the rest of the market. Indeed, members in
this group tend to offer fairly predictable results, solid
balance sheets, and attractive yields.

Conclusion

R e g u l a t i o n

The major i t y  o f  t he  s toc k s  in  t h i s  i ndus t ry  are  rank ed
3  ( A v e r a ge )  f o r  T i m e l i n e s s .  H o w e v e r , A t h o s  E n e r g y ,
Lac l ede  G roup ,  UG ]  Co rpo ra t i on ,  and  New J e rs ey  Re -
sources a r e  r a n k e d  A b o v e  A v e r a ge  f o r  r e l a t i v e  p r i c e
per f o rmanc e.  I nv es t ors  s hou ld  no t e  t ha t  t h i s  group has
m ov ed  t o  t he  t op  qua r t i l e  o f  ou r  i ndus t r y  s pec t rum  f o r
T i m e l i n e s s  s i n c e  o u r  S e p t e m b e r  r e p o r t .  G i v e n  t h e s e
b u s i n e s s e s  p r e d i c t a b l e  c a s h  f l o w s  a n d  s o l i d  b a l a n c e
s hee t s ,  u t i l i t i es  t end  t o  be  m ore  de f ens i v e  p l ay s  when
t he re  i s  v o l a t i l i t y  i n  t he  gl oba l  ec onom y .  Howev er ,  we
recommend interes ted inves tors  look  for  companies  wi th
a  f av orab le  regu la t o ry  env i ronment .

T h e  m o s t  i m p o r t a n t  f a c t o r  f o r  n a t u r a l  ga s  u t i l i t i e s
remains  t he regu la tory  env i ronment .  Th is  i s  determ ined
by  s t a t e  c om m i s s i ons  t ha t  d i c t a t e  t he  re t u rn  on  equ i t y
L h e s e  c o m p a n i e s  c a n  a c h i e v e .  O n  p o i n t ,  m a n y  o f  t h e
p l ay e rs  i n  t h i s  i ndus t r y  hav e  ra t e  c as es  pend i ng.  T he
dec is ions  on these cases  wi l l  be a key  fac tor dr iv ing this
s e c t o r ' s  p e r f o r m a n c e  i n  t h e  n e a r  t e r m .  I f  a  c o m p a n y
receives  an unfavorable ru l ing,  i t  can end up wi th a t ight
budget  t hat  can hur t  prof i t ab i l i t y .  I n  fac t ,  a  few of  t hese
u t i l i t i es  appear  t o  be  opera t i ng w i t h  i ns u f f i c i en t  re l i e f .
O n  t h e  o t h e r  h a n d ,  a  p o s i t i v e  d e c i s i o n  c a n  p r o v i d e  a
boos t  t o  ea rn i ngs .  There f o re ,  regu l a t o rs  t r y  t o  s t r i k e  a
ba l anc e  be t ween  s ha reho l de r  and  c ons um er  i n t e res t s

T he  m a i n  appea l  o f  t h i s  s ec t o r  i s  i t s  abov e -av e rage
d i v i d e n d  y i e l d .  T h e  a v e r a ge  y i e l d  f o r  t h i s  i n d u s t r y  i s
about ;  4 .4% ,  which i s  above t h e  V a l u e  L i n e m e d i a n  o f
3.5% .  Mos t  notably , AGL Resources ,  Ammos Energy ,  Ni -
S ourc e ,  and  N i c e r  a l l  o f f e r  y i e l ds  t ha t  t op  t he  i ndus t ry
norm.  Thus ,  conservat ive income-or iented accounts  may
f ind these s tocks  of  interes t .

Richard Gallagher
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rel gas storage facile
billion cubic feet Tm?

the region. Meantime_ AGL isthe .
Distribution Operations was helped

ta l  return potent ia l  for  a  ut i l i t y
anticipate steady bottom-line growth from
2009 onward. assuming capital
pay off. Moreover. AGL
or Safety. Price and

PredictabilityLy. Income
this neutral y-ranked issue's

ample supply of natural gas to the region.
The project will likely be completed late In
2009. and ou 1t to earn solid returns for
the company elsewhere, construction con-
tinues on the Spindletop salt dome in
Beaumont, Texas. This under round natu-

wlll oiler up to 12
of gas capacity in

two caverns. The project should meet a
growing demand for natural gas storage in

moving for-
ward with the Magnolia Pipeline Project.
This $48 mill ion initiative wil l provide
transportation of regaslfied liquid natural
gas from Elba lslan to Atlanta Gas Light
in the Macon and Atlanta areas.
Overall, this stock offers attractive to-

We

projects
earns hi h marks

Stability, earnings
investors may find

healthy divi-
dend yield appealing. Earnings need to
pick up for dividend growth to remain
above average. though.
Michael Napoli, CP December 12, 2008

Shares of AGL Resources have held
up relat ively wel l  since our Septem-
ber review. despite considerable weak-
ness in the broader market. The company
reported healthy performance in the third
quarter. Revenues and share earnings ad-
vanced considerably in the recent interim.
This was primarily due to strength in the
Wholesale Services business. which
reported much higher operating income for

period Elsew ere, performance at the
by

greater pipeline replacement revenues for
Atlanta Gas Light. However, the utility
operations continued to be dampened by
weakness in the housing market, and cus-
tomer growth has slowed significantly in
recent times. Despite the challenging eco-
nomic environment, healthy per ormance
should continue at the company core
businesses. Thus. we anticipate solid re-
sults at AGL Resources going forward.
The company cont inues to {regress
with its capital projects. The amgton
Roads Crossing Project remains on so ed-
ule and within budget. This initiative will
connect two pipeline systems crossing the
Hampton Roads harbor. and provide for an

Ne x t  ° * " ""g =  i mp a r t  d u o  l a n e Jan u a ly leav ly
.  (  )  Di v i d e n d s  h i s l u l i c a l l y  p a i d  e a r l y

$ 0 . 1 a -  ' 0 1 ,  $ 0 . 1 3 .  ' 0 3 .  ( $ 0 . 0 7 ) l  ' 0 a  ( $ 0 . 4 5 ) .

F e b r u a r y
M a r d i .  J u n e .  S e p t .  a n d  D e c .  I  D i v ' d  i a i w e s l

plan available. (D) Induces intangibles. Al
980408:  we  mi l l i .  $5.wshane.
(E) h millials. adjusted lot slodc split
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( A )  F i s c a l  y e a r  e n d s  D e c e m b e r  3 1 s t .  E n d e d
Se p t e m b e r  3 0 t h  p r i o r  t o  2 0 0 2 .
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102000 202000
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Atm0s Energy's history dates back to
1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to At nos in 1988. At nos acquired
Trans Louisiana Gas in 1986, Western Ken-
tucky Gas Utility in 1987 Greeley Gas in
1993, United Cities Gas in 1997,and others.

CAPITALSTRUCTURE as of 6/30/08
TotalDebt$2234.0 mill. Due in 5 Yrs $920.0 mill.
LT Debt$2119.7 mill. LT Interest$125.0 mill.
(LT interest earned: 2.9x, total interest
coverage:2.8x)
Leases, UncapitalizedAnnual rentals $16.9 mm.
Pfd Stock None
PensionAssets-9/07$389.1 mill.

oblige. $335.6 mm.
CommonStock 90,627,522 she.
as of 7/31/08
MARKET CAP: $2.1 billion (MidCap)

2 0 0 1 6 / 3 0 / 0 82 0 0 6

4 6 . 5
1 3 5 0 . 5
1 3 9 7 . 0

5 8 2 . 4
1 1 4 . 3
4 7 2 . 1

1 1 6 8 . 8
4 1 0 %

7 5 . 8
1 0 4 1 . 7
1 1 1 7 . 5

3 4 5 . 1
3 8 5 . 6
3 8 8 . 5

1 1 1 9 . 2

4 0 8 %

6 0 . 7
1 0 0 8 . 2
1 0 6 8 . 9

3 5 5 . 3
1 5 4 . 4
4 1 0 . 0
9 1 9 . 7

4 0 5 %

C U R R E N T  P O S I T I O N
($MILL.)

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L i a b .

F i x .  C h g .  C o v .

Past
10Yrs.

8.5%
4.0%
3.5%
2.5%
7.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
Yrs.

19.0%
5.5%
7.5%
1.5%
9.0%

Est'd '05-'07
to'11-'13

5.5%
2.0%
4.5%
2.0%
3.5%

Fiscal
Year
Ends

QUARTERLY REVENUES ($ mill.) A
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2005

2006

2007

2008

2009

9 0 9 . 9

8 6 3 . 2

1 2 1 8 . 2

1 6 3 9 . 1

1 7 3 5

1 0 0 4 . 8

9 7 1 . 6

1 0 0 2 . 0

1 4 4 0 . 7

1 4 8 5

1 3 7 1 . 0 1 6 8 7 . 8

2 2 8 3 . 8 2 0 3 3 . 8

1 6 0 2 . 6 2 0 7 5 . 6

1 6 5 7 . 5 2 4 8 4 . 0

1 8 5 5 2 9 2 5

4 9 7 3 . 3

6 1 5 2 4

5 8 9 8 . 4

7221  .3

8 0 0 0

Fiscal
Year
Ends

EARNINGS PER SHARE A B E

D e c . 3 1 M a r . 3 1 J u n . 3 0 S e p . 3 0

FUll
Fiscal
Year

2005

2006

2001

200a

2009

. 7 9

. 8 8

. 9 7

. 8 2

. 9 0

. 0 6

d . 2 2

d . 1 5

d . 0 7

d . 0 6

1 . 1 1

1 . 1 0

1 . 2 0

1 . 2 4

1 . 3 0

d . 2 1

2 5

d . 0 5

. 0 2

d . 0 4

1 . 7 2

2 . 0 0
1 . 9 4

2 . 0 0
2 . 1 0

Cal-
endar

QUARTERLY DWIDENDS PAID Cu

M a r . 3 1 J u n . 3 0  S e D . 3 0 D e c . 3 1

Full
Year

2004

2005

2006

2007

2008

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

8 1

. 3 1 5

. 3 2

. 3 2 5

. 3 3

1 . 2 3

1 . 2 5

1 . 2 7

1 . 2 9
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199B 1999 z001 2002 2003
2 1 . 9 0

3 . 3 8

1  84

1 . 0 6

2 2 . 0 9

2 . 5 2

8 1

1 . 1 0

8 5 . 3 6

3 . 0 3

1 . 4 1

1 . 1 6

2 2 .B2

3 . 3 9

1 . 4 5

1 . 1 8

5 4 . 3 9

3 . 2 3

1 .7 1

1 . 2 0

4 .4 4

1 2 . 2 1

3 . 5 3

1 2 . 0 9

2 . 7 7

1 4 . 3 1

3 . 1 7

1 3 , 7 5

3 . 1 0

1 6 . 6 6

3 0 . 4 0 3 1 . 2 5 4 0 . 7 9 4 1 . 6 8 5 1 . 4 8

1 s . 4

. 8 0

3 .7 %

3 3 . 0

1 . 8 8

4 .1 %

1 5 . 6

. a c

5 .1 %

1 5 . 2

. 8 3

5 .4 %

1 3 . 4

. 7 6

5 .2 %

B4 8 .2

5 5 . 3

6 9 0 . 2

2 5 . 0

1 4 4 2 . 3

5 6 . 1

9 5 0 . 8

5 9 . 1

2 7 9 8 . 9

7 9 . 5

36.5%
6.5%

35.0%

3 .6 %

3 7 .3 %

3 .9 %

3 7 .1 %

6 .3 %

3 7 .1 %

2 .8 %

5 1 .8 %

4 8 . 2 %

5 0 .0 %

5 0 .0 %

5 4 .3 %

45.7%

5 3 .9 %

4 6 .1 %

5 0 .2 %

4 9 . 8 %

7 6 9 . 7

9 1 7 . 9

9 .0 %

1 5 5 . 1

9 6 5 . 8

5 .1 %

1 2 7 6 . 3

1 3 3 5 .4

5 .9 %

1 2 4 3 .7

1 3 0 0 . 3

6 .8 %

1 1 2 1 .4

1 5 1 6 .0

6 . 2 %

14 .9%

1 4 . 9 %

6 .6 %

6 .6 %

9 .6 %

8 .6 %

10.4%

10.4%

9 .3 %

9 .3 %
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3 . 0 1

1 . 0 3

1 .1 4

2 . 3 6

1 2 . 2 8

3 1 . 9 5

1 8 . 9

1 . 2 3

5 .9 %

8 5 0 . 2

3 2 . 2

36.1%

3 .8 %

4 8 .1 %

51.9%

7 5 5 . 7

9 8 2 . 3

6 . 5 %

8 . 2 %

8 . 2 %

2004
4 s . s o

2 . 9 1

1 .5 8

1 . 2 2

3 . 0 3

1 8 . 0 5

6 2 . 8 0

1 5 . 9

.8 4

4 .9 %

2 9 2 0 . 0

8 6 . 2

3 7 .4 %

3 .0 %

4 3 . 2 %

5 6 . 8 %

1 9 9 4 . a

1 7 2 2 . 5

5 .8 %

7 .6 %

7 .6 %

2005 2006
6 1 . 7 5

3 . 9 0

1 . 1 2

1 . 2 4

1 5 . 2 1

4 . 2 6

2 .0 0

1 . 2 6

4.14
19.90

5 . 2 0

2 0 . 1 6

8 0 .5 4 8 1 .7 4

1 5 .1

. a s

4 .5 %

1 a . 5

. 7 3

4 .7 %

4 9 7 3 . 3

1 3 5 . 8

6 1 5 2 .4

1 6 2 . 3

3 7 .7 %

2 .7 %

3 7 . 6 %

2 . 6 %

5 7 .7 %

42.3%

5 7 .0 %

4 3 .0 %

3 7 8 5 .5

3 3 7 4 .4

5 .3 %

3 8 2 8 . 5

3 6 2 9 .2

6 .1 %

8 .5 %

8 .5 %

9 .8 %

9 .8 %
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2 5 . 5 5
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4 . 8 %
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Rt l a l l v e  p i s  Ra t i o
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1 1 . 5

. 9 5

4 .0 %

5 8 8 8 .4

1 7 0 . 5

7 2 2 1 . 3

1 8 0 . 3

aooo
195

Revenues ($mlII) A
Net PER ($milI)

1 0 7 0 0

2 8 0

3 5 .8 %

2 .9 %

3 8 .4 %

2 .5 %

3 8 . 5 %

1 4 %

I n c o me  T a x  Ra t e

Ne t  Pro f i t  M a rg in

4 0 . 0 %

2 . s %

52.0%

4 8 .0 %

5 1 . 0 %

4 9 . 0 %

5 1 . 0 %

4 9 . 0 %

L o n g -T c r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

51 .0%

4 9 . 0 %

4 0 9 2 .1

3 8 3 6 .8

5 .9 %

4 1 7 0

4 1 3 5

6 . 0 %

445o
4350
a c

Tota l  Cap i ta l  ($mi I I )

N e t Pl a n t  ( $ mII I)

R e c u r  o n T o t a l  Ca p ' I

6 0 0 0

s a wn

6 . 0 %

8 .7 %

8.7%

9 . 0 %

9 . 0 %

1 . 0 %

9 . 0 %

Re c u r  o n  Sh i .  Eq u l t y

Re c u r  o n  Co m Eq u i t y

9 . 5 %

9 . 5 %

6 .3 %

5 8 %

N M F

N M F

NMF

112%

2 . 1 %

79°/n
1 . 9 %

8 2 %

2 .8 %

1 0 %

1.7%

7 7 %

2 .3 %

7 3 %

3 .6 %

6 3 %

3.0%

a s k .

3 . 0 %

6 6 %

1 5 %

6 1 %

Re t a i n e d  t o  Co m Eq

A l l  D i v ' d l  l b n u P M

4 . 0 %

5 1 %

c o m m e r c i a l ;  8 % .  i n d u s t r i a l ,  a n d  4 %  o t h e r .  2 0 0 7  d e p r e c i a t i o n  r a t e

3 . 7 % .  H a s  a r o u n d  4 . 4 7 0  e m p l o y e e s .  O f  h o e r s  a n d  d i r e c t o r s  i n  a p -
p r o x i m a t e l y  1 . 8 %  M  c o m m o n  s t o c k  ( 1 2 1 0 7  P r o x y ) .  C h a i r m a n  a n d

C h i e f  E x e c u t i v e  O f f i c e r .  R o b e r t  w .  B e s t .  I n c o r p o r a t e d :  T e x a s .  A d -

d r e s s :  P . O .  B o x  6 5 0 2 0 5 ,  D a l l a s .  T e x a s  7 5 2 6 5 .  T e l e p h o n e :  9 1 2 -

9 3 4 - 9 2 2 7 .  In t e r n e t :  w w w . a l m o s e n e r g y . c o m .

B U S I N E S S :  A t  n o s  E n e r g y  C o r p o r a t i o n  i s  e n g a g e d  p r i m a r i l y  i n  t h e

d i s t r i b u t i o n  a n d  s a l e  o f  n a t u r a l  g a s  t o  3 . 2  m i l l i o n  c u s t o m e r s  v i a  s i x

r e g u l a t e d  n a t u r a l  g a s  u t i l i t y  o p e r a t i o n s :  L o u i s i a n a  D i v i s i o n ,  W e s t

T e x a s  D i v i s i o n  M i d - T e x  D i v i s i o n ,  M i s s i s s i p p i  D i v i s i o n ,  C o l o r a d o f
K a n s a s D i v i s i o n ,  a n d  K e n t u c k y I M i d - S t a t e s  D i v i s i o n .  C o m b i n e d

2 0 0 7  g a s  v o l u m e s :  2 9 7  M M c l .  B r e a k d o w n :  5 6 % ,  r e s i d e n t i a l '  3 2 % ,

Ammos Energy's core natural  gas ut i l i -
t y  s tands to perform decent ly  in  f i scal
2009 (b°§=" on October let ).  That  divi -
sion Zhou d benefit from a rise in through-
put,  plus more aggressive col lect ion ef-
forts, which should keep bad debt expense
under cont rol .  Note that  revenues f rom
pending rate cases are excluded from our
presentation.

e  a re  cons t ruc t i ve  abou t  t he  o t he r
operations, as well. The regulated trans-
mission and storage segment ought to be
boosted by healthy transportation volumes
from product ion in the Barnett  Shale re-
gion of Texas. Moreover, respectable re-
sults seem achievable for the unregulated
marketing segment. But that unit's record
showing in fiscal 2006 (when it was able to
capture highly favorable arbitral e spreads
created by natural gas volati l i ty probably
won't be repeated.
C o n s o l i d a t e d  s h a r e  n e t  m a y  r i s e
around 5%,  to  $2.10,  t h i s  f i sca l  year .
One threat tn this estimate is higher inter-
est expense. The company has normally
used short-term commercial  paper to l i -
nance natural gas purchases. But At nos
had to access an l ine of credit  when the

commercial paper market froze. Efficienc
gains may provide an of fset,  though. wt
expect a similar rate of bottom-line growth
(to $2.20 a share) in fiscal 2010.
S teady,  a l be i t  unspectacu la r ,  annua l
ea rn i ngs  ga i ns  appear  t o  be  i n  s t o re
over the 2011-2013 horizon.  The ut i l i ty
is one of the country's leading natural gas-
only distributors, sewing some 3.2 million
customers across 12 states. Furthermore.
the unregulated segments (contribut ing
between 15% and 3 % to net income an-
nually on a historical basis) seem to pos-
sess heal thy overal l  prospects.  Final ly,
management  should cont inue to imple-
ment its successful strategy of purchasing
less-efficient utilit ies and shoring up their
profitability via expense-reduction efforts,
rate relief, and aggressive marketing .
T h e s e  g o o d - q u a l i t y  s h a r e s  o i l e r  a
h e a l t h y  d o s e  o f  c u r re n t  d i v i d e n d  i n -
come.  which is adequately covered by
earnings. Continued moderate increases in
the distribution seem likely, too.
Total  return prospects look decent ,  on
a risk-ad'usted basis.  Also,  the stock is
ranked 2 flAbove Average) for Timeliness.
Frederick L. Harris, III December 12, 2OU8

330
19.6

Target Price Range
2011 2013

>
I  I

80

60
50
40

30
25
20

T5

1 0

- 7 . 5

l  I l IIl l l IIIIIIIIII
IIIIIIIIH

' I 1 - 1 3

100
( A )  F i s c a l  y e a r  e n d s  S e p t .  3 0 t h .  ( B )  D i l u t e d

h r s .  E xc l .  n o r  r e c .  i t e m s :  ' 9 9 ,  d 2 3 ¢ ,  ' 0 0 ,  1 2 ¢ ,
' 0 3 ,  d 1 7 ¢ ,  ' 0 5 ,  d 1 8 ¢ ;  ' 0 7 ,  d 2 ¢ .  N e x t  e g g .  r p t
d u e  e a r l y  F e b .  ( C)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  i n
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26.83

2.32

1.17

1.20

3233

2.81

1.61

t22

33.43

2.65

1.42

1.22

2479

255

1.27

1.24

31,03

3.29

187

126

3433

3.32

1.84

1.30

31.04

3.02

1.58

132

26.04

2.56

1.47

134

29.99

2.58

1.37

134

5308

300

1.51

1.34

39,84

256

118

134

54.95

3.15

1.82

1.34

2.87

11.79

2.62

12.19

250

12.44

2.63

13.05

235

13.72

2.44

14.25

2.68

1457

255

1496

2,77

1499

251

1525

2.B0

15.07

2.67

15.65

15.59 15.59 15.67 17.42 17.56 17,55 17.53 18,88 1888 18,88 18,96 19.11

15.8

.96

6.5%

13.5

.80

5.6%

16.4

1.08

5.3%

15.5

1.04

6.3%

119

.75

5.6%

12.5

.72

5.6%

155

.81

5.4%

158

so

5,8%

149

97

66%

145

74

51%

20.0

109

5.7%

t3.6

.78

5.4%

2006 2007 2008 2009 © VALUE UNE PUB., INC

93.51

3.81

2.37

1.40

93.40

3.87

2.31

1.45

100.40

4.20

2.64

1.49

96.00

4.30

2.50

1.53

Revenuesper sh

"Cash Flow" per sh

Earnings persh A B

Div'ds DecI'd per sh CI

111.75

5.30

2.85

1.65

2.97

18.85

2.72

19.79

2.55

22.10

2.65

21.90

Cap'l Spending per sh

Book Value per sh D

3.40

26.00

21.36 21.65 22.00 22.50 Common Shs 0utst'g E 25.50

13.6

.73

4.3%

14.2

.75

4.4%

14.3

.85

3.9%

Avg Ann'l PIE Ratio

RelativePlE Ratio

Avg Ann'l Div'd Yield

18.0

1.20

3.1%

1997.6

505

2021.6

49.8

2209.0

57.5

2160

56.5

Revenues ($mill) A

Net Profit ($miII)

2s5o

75.0

32.5%

2.5%

33.4%

2.5%

31.3%

2.6%

31.5%

2.6%

Income Tax Rate

Net Profit Margin

35.0%

2. 7%

49.5%

50.4%

45.3%

54.6%

44.5%

55.5%

45.0%

55.0%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

798.9

763.8

784.5

793.8

875

825

895
855

Total Capital (small)
Net plant ($mill)

1250

1150

5.4%

12.5%

12.5%

8.5%

11.6%

11.6%

8.0%

12.0%

12.0%

7.5%

11.5%

11.5%

Return on Total Cap'l

Return on Shr.Equity

Return onCom Equity

7.5%

11.5%

11.5%

CAPITAL STRUCTURE as of 6130/08
Total Debt $368.0 mill. Due in 5 Yrs $275.0 mill.
LT Debt $309.2 mill, LT Interest $20.0 mill.
(Total interest coverage: 3.0x)

Leases, Uncapitalized Annual rentals $.9 mill.
Pension Assets-9/07 $260.3 mill.

Oblig. $293.3 Mill.
Pfd Stock $.5 mill. Pfd Div'd $.04 mill.
Common Stock21 971,760 she.
as of 8/5/08

MARKET CAP: $1.1 billion (Mid Cap)

2007 6/30/082006

52.7
414.6
467.3

33.0
395.9
428.9

CURRENT POSITION
($MILL.)

Cash Assets
Other
Current Assets

50.8
409.0
459.8

191 .4
58.8
75.3

325.5

285%

103.3
207.5
120.1
430.9

285%

108.8
251.6
1153
473.7

282%

Accts Payable
Debt `ue
Other
Current Liab.

Fix. Chg. Cov.

Past
10Yrs.

11.5%
1.5%
3.0%
1.0%
3.0%

Est'd '05-'07
to '11-'13

4.5%
7. 0%
4.5%
2.5%
5.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
Yrs.

16.5%
5.5%
9.5%
1.0%
4.5%

Fiscal
Year
Ends

QUARTERLY REVENUES (S miII.)A
D e c . 3 1  M a r . 3 1  J u n . 3 0  S e p . 3 0

Full
Flscal
Year

2005

2006
2007

2008

2009

576.5

708.8

700.8

747.7

540

266.7

269.0

323.3

451.8

540

442.5

689.2

539.6

504.0

540

311.3

330.6

457.9

505.5

540

1597.0

1997.6
2021.6

22090

2160

Fiscal
Year
Ends

EARNINGS PER SHARE A B F

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2005

200s

2007

2008

2009

d.24

d.04

.03

d.14

.05

.29

.13

.43

.41

.33

.79

1.23

.89

.99

.96

1.06

1.05

.97

1.39

1.16

1.90

2.37

2.31

2.54

2.50

Cal-
endar

QUARTERLY DIVIDENDS PAID c l

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.345

.355

.365

.375

.345

.355

.365

.375

.345

.355

.365

.375

.34

.345

.365

.375

.385

1.38

1.41

1.46

1.50

547.2

27.9

491.6

26.9

565.1

26.0

1002.1

30.5

755.2

22.4

1050.3

34.6

355%

5.1%

35.5%

5.5%

35.2%

4.6%

32.7%

3.0%

35,4%

30%

35.0%

3.3%

409%

58.6%

41.8%

57.8%

45.2%

54.5%

49.5%

50.2%

47,5%

523%

50.4%

49.4%

438.0

490.6

488.6

519.4

5192

575.4

574.1

602.5

5465

594,4

605.0

621.2

8.1%

10.8%

10.8%

7.1%

9.5%

95%

6.7%

9.1%

9.1%

6.9%

10.5%

10.5%

8.0%

7.8%

7.8%

7.4%

11.5%

11.6%

1.8%

83%

1.0%

89%

.2%

98%

1.8%

83%

NMF

113%

3.1%

74%

2.7%

73%

34%

72%

5.1%

59%

4.3%

63%

5.0%

57%

4.5%

61%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

56%

BUSINESS: Laclede Group, Inc., is a holding company for Laclede

Gas, which distributes natural gas in eastern Missouri, including the

city of St. Louis, St. Louis County, and parts of 10 other counties.

Has roughly 632,000 customers. Purchased SM&P Utility Re-

sources, 1/02, divested, bloB. Therms sold and transported in fiscal

2007: 1.12 mill. Revenue mix for regulated operations; residential,

60%, commercial and industrial, 24%; transportation 1%, other,

15%. Has around 3,845 employees. Officers and directors own ap-

proximately 7.0% of common shares (1108 proxy). Chairman, Chief

Executive Officer, and President: Douglas H. Yaeger. Incorporated:

Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel-

ephone: 314-342-0500. internet: www.thelaciedegroup.com.

level attributabler e a c h  l a s t

W e  d o  n o t  b e l i e v e  t h a t  L a c l e d e
G r o u p ' s  s h a r e  n e t  i n  f i s c a l  2 0 0 9
( w h i c h  b e g a n  o n  O c t o b e r  l e t )  w i l l

year's ,
mainly to the difficult comparison. Regard-
ing Laclede Gas, accounting for the biggest
portion of profits, it appears that the sub-
stantial rate increase effective August let
of 2007 won't be repeated. Furthermore,
there may not be a recording of additional
previously unrecognized tax benefits here.
Meanwhile, Laclede Energy Resources
stands to have a respectable performance
(depending greatly on natural gas price
volati l i ty), but we do not anticipate a
reversal of more tax-related expenses. All
things considered, consolidated share net
ought to decrease roughly 5%, to $2.50,
this fiscal year. Laclede Group's bottom
line could expand in the mid-single-digit
range (to $2.60 a share) in fiscal 2010, as-
suming additional expansion in operating
margins.
Steady, if unspectacular, earnings in-
creases seem achievable over the 3- to
5-year timeframe. Expansion of the cus-
tomer base for the natural gas distribution
unit has been moderate for some time be-

cause the service area, located in eastern
Missouri, is in a mature stage. That being
the case, internal growth here will likely
remain a challenge. The non-regulated
division has promising expansion op-
portunities, but it has contributed just a
small portion to Laclede Groupls profits on
a historical basis. A significant acquisition
could help to offset this, but it appears
that management has no such plans in the
works at this juncture. Consequently, an-
nual bottom-line advances could be only
between 4% and 5% over the 2011 2013
horizon.
This favorably ranked equity offers a
decent level of current dividend in-
come, which is adequately covered by
earnings. But further increases in the dis
tribution will probably be slow in coming.
This is primarily because of the regulated
gas segments unexciting long-term growth
prospects.
Total-return possibilities are limited.
That is attributable to these shares' rela-
tively high present quotation and our ex-
pectation of moderate increases in the div-
idend.
Frederick L. Harris, III December 12, 2008

Target Price Range

(A) FiscaI year ends Sept. 30th charges. In '07: $289.7 mill., $13.38/sh Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

actions: '08, 94¢. Next earnings report due late
(B) Based on average shares outstanding thru. Jan. (C) Dividends historically paid in early (E) In millions
97, then diluted. Excludes nonrecurring loss: January, April, July, and October. l Dividend (F) Qtly. egg. may not sum due to rounding or |
06, 7¢. Excludes gain from discontinued oper- reinvestment plan available. (D) Incl. deferred change in shares outstanding

© 2008, Value Line publishing , Inc. All rt his reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind
THE PUBLISHER IS NOT RE8p0n51BI_EgF0R ANY ERRORS OR OMISSIONS HEREIN. non-commercial, internal use. Ng part
at it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or product

This publication is strictly lot subscribers own,
or used for generating nr marketing any printed or electronic publication,
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PRICE

PIE

RATIO 12.2 (82323
14.2
15.ol*SE1.20 DND

YLD 3 . 2 %
VALUE
LINE

2
1

TIMELINESS Raised 11l2Bl08

S A F E T Y Raised 9/15/06

T E C H N I C A L 2 Raised 11l21l08

B E T A  . 7 0  1 1 0 0 Market)

Ann'I Total
Return

7%
4%

Price
45
40

2011-13 PROJECTIONS

Gain
(+15%](

+ 5 %
H' h
Légw
I n s i d e r  D e c i s i o n s

J  F  M  A  M  J J  A  s
0  0  0  0  0  0  0  0  0
2  0  0  1  2  0  0  1  0
0  2  0  0  2  0  0  1  0

to Buy
Options
(9 Sell

I n s t i t u t i o n a l  D e c i s i o n s
192001 m o n 3Q'loDB

10Buy B 5 9 0 SO
w Sell 7 0 6 2 GB
Hl¢'$(ll1)0 2 5 5 1 8 2 5 9 1 0 2 6 3 1 2

19.8
161

21.7
156

22.4
16.2

26.4
20.0

29.7
24.3

32.9
27.1

35.4
2 7 ]

37.6
30.3

411
24.6

-for-2 1111 Alli 1 l - " I4 h I1 l I I r

2012

¢"-"' I
I I rt"
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| l
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11111 11 .T1+-M' I! 1'

N Ulllll ll 'I l l
a l ,
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1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

1 1 . 2 5

1 .3 0

. 7 3

.68

1 2 .0 2

1 .4 2

. 7 6

. 6 8

1 2 .8 1

1 .54

M

.so

1 1 3 6

1 4 2

8 6

.68

1348
14B

92
es

1 7 3 1

1 5 3

a s

7 1

1 7 7 3

1 7 4

1 .04

7 3

2265
we
111

,75

2942
199
120

76

5 1 , 2 2

2 1 2

1 3 0

.7 B

4 4 . 1 1

2 .1 4

1 3 9

8 0

52.29
2.38
1.59
.83

1 .3 3

6 . 2 9

1  54

6 5 4

1 .4 0

6 . 4 3

1 .1 8

6 , 4 7

1 1 9

8 , 7 3

1 .1 5

5 . 9 2

1 0 7

7 . 2 6

1.21
7.57

1 .2 3

8 . 2 9

1 .1 0

8 8 0

1 . 0 2

8 . 7 1

1.14
10.26

3 6 .6 4 3 7 .8 4 3 8 , 9 3 40.03 40.59 4 0 . 2 3 4 0 . 0 7 3992 3 9 5 9 4000 4 1 . 5 0 4 0 . 8 5

1 2 4

.75

7.5%

151
.89

5.8%

1 3 .0

.85

6.2%

1 1 .7

. 7 8

6.7%

13.6
.85

5.6%

13 .5

. 7 8

5 .3 %

1 5 .3

.B0

4 .6 %

15.2
87

45%

1 4 ,7

9 6

4 4 %

142
73

4.2%

1 4 ,7

.B0

3 .9 %

1 4 . 0

. 8 0

3.7%

2007 2008 2009 © VALUE LINE PUB., INC 1 1 - 1 3

7 2 . 6 2

2 .4 4

1 .5 5

1.01

9 1 . 1 2

3 .6 4

2 . 7 0

1 .1 1

9 2 . 4 5

3 . 7 0

2 . 8 0

1 . 2 4

Re v e n u e s  p e r  s h  A

"Ca s h  F lo w" p e r  s h

Ea rn in g s  p e r  s h  s

Div 'd s  De c l 'd  p e r  s h  Cl

9 7 . 6 0

3 . 9 0

3 . 0 0

1 . 3 6

1 .4 8

1 5 .5 0

1 .7 3

1 7 .3 6

1 . 7 5

1 9 . 3 5

Ca p ' l Sp e n d i n g  p e r s h

Bo o k Va l u e  p e r  s h o

1 . 8 0

2 5 .7 5

4 1 . 6 1 4 1 . 8 8 4 2 . 5 0 Co m m o n  Sh e  Ou t s f g  E 4 4 . 0 0

2 1 . 6

1 .1 3

3.0%

12.3

7 3

3.3%

Av g  An n ' l  PI E Ra t i o

Re ia i i v e  PIE Ra t io

Av g  An n ' l  Div 'd  Yie ld

1 4 . 0

. 9 5

3 .4 %

3 0 2 1 .8

6 5 . 3

3 8 1 5 .2

1 1 3 .9

3 9 3 0

1 2 0

Re v e n u e s  ( $ mi l l )  A

Net Profit ($miII)
4 2 9 5

1 3 0

3 8 .8 %

2.2%

37.8%

3.0%

3 9 .0 %

3 .1 %

I n c o me  T a x  Ra t e

Ne t  Pro f i t  M a rg in

4 0 . 0 %

3 . 0 %

37.3%

62.7%

38.5%

6 1 .5 %

3 8 .0 %

6 2 .0 %

L o n g - T e r m De b !  Ra t io

Co mmo n  Eq u i t y  Ra t i o

3 2 .5 %

67.5%

1 0 2 8 .0

9 7 0 . 9

1 1 8 2 .1

1 0 1 7 .3

1 3 2 5

1 0 4 0

Tota l  Capita l ( $ mi l l )

Ne t  P l a n t  ( $ mi II)

1 6 8 0

1 1 0 0

7.7%

10.1%

10.1%

10.7%

15.7%

1 5 . 7 %

10 .0%

14.5%

14.5%

Retu rn  o n  T o ta l  Cap ' I

Re tu rn  o n  Sh r .  Eq u i ty

Re t u r n  o n  Co m Eq u i t y

8.5%

11.5%

11.5%

C A P I T A L S T R U C T U R E a s  o f  9 1 3 0 1 0 8
T o t a l D e b t  $ 8 9 3 . 4  m i l l .  D u e  i n  5  Y r s  $ 1 7 5 . 6  m i l l .
L T  D e b ! $ 4 5 5 . 1  m i l l . L T  I n t e r e s t $ 1 6 . 9  m i l l .
Inc l . $ 8 . 8  mi l l .  c a p i t a l i z e d  l e a s e s .
( L T  i n t e r e s t  e a r n e d :  4 . 8 x,  t o t a l  i n t e r e s t  c o v e r a g e :

4 . 8 x )
P e n s i o n A s s e t s - 9 / 0 8 $ 8 0 . 6  m i l l .

O b l i g . $ 1 0 2 . 4  m m .
P f d  S t o c k  N o n e

C o m m o n  S t o c k 4 2 , 1 2 0 , 1 6 9  s h e .
a s  o f  1 1 / 2 0 / 0 8
M A R K E T C A P :  $ 1 . 6 b i l l i o n  ( M i d C a p )

2 0 0 s 2 0 0 7 9 / 3 0 / 0 B

4 2 . 6
1 0 6 7 . 1
1 1 0 9 . 7

C U R R E N T P O S I T I O N
( $ ml L L )

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

5 . 1
7 9 4 . 8
7 9 9 . 9

5 . 0
9 6 0 . 5
9 6 5 . 5

5 1  . 7
2 3 8 . 3
5 9 4 . 0
8 9 4 . 0

4 5 0 %

6 4 . 4
2 6 0 . 8
3 7 8 . 1

7 0 3 . 3

4 6 1 %

4 6 . 8
2 8 4 4
5 6 6 . 0
8 9 7 . 2

5 7 0 %

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L i m b .

F i x .  C h g .  C o v .

P a s \
1 0 Y r s .

1 8 . 5 %
5 . 5 %
5 . 5 %
3 . 5 %
7 . 5 %

A N N U A L  R A T E S
of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

E s t ' d  ' 0 5 - ' 0 7
to '11- '13

4 . 5 %
7 . 0 %
9 . 5 %
6 . 0 %

1 1 . 0 %

P a s t
Y r s .

1 3 . 0 %
4 . 5 %
6 0 %
4 . 0 %

1 0 . 0 %

Fiscal
Year
Ends

GUARTERLY REVENUES (S mill.) A
Dec.31 Mar.31 Jun.3D Sep.30

F u l l
F i s c a l
Y e a r

2005

2006

2007

2008

2009

6843
5355
5932
8274

5443
5364

6622
1000

1050 B40

8541

1164

7374

8114

850

1065

1064

1029

1178

1190

3 1 4 8 . 3

3 2 9 9 . 6

3 0 2 1 3
3 8 1 8 . 2

3 9 3 0

F i s c a l
Y e a r
E n d s

EARNINGS PER SHARE A B

D e c . 3 1 M a r , 3 1 J u n . 3 0 S e p . 3 0

Eu l l
F l s c a l
Y e a r

2005

2006
2001

2008

2009

1 . 2 3

1 . 4 3

. 1 9

. 3 0

. 0 5

d . 0 9

. e a

d . 1 8

. 4 0

d 1 2

d . 2 9

. 0 6

1 . 8 6

1 . 5 0

.51

. 8 2

. 7 0

. 8 7

. 9 0

1 . 7 7

1 . 8 7
1 .5 5  I

2 . 7 0

2 . 8 0

C a l -
e n d a r

QUART ERL Y  DIV\DENDS PAID c E l

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2004

2005

200s

2007

2008

. 2 1 7

. 2 2 7

. 2 4

. 2 5 3

. 2 8

. 2 1 7

. 2 2 7

.2 4

. 2 5 3

. 2 8

. 2 1 7

. 2 2 7

. 2 4

. 2 5 3

. 2 8

. 2 1 7

. 2 2 7

. 2 4

. 2 5 3

. 2 6 7

. 8 7

. 9 1

. 9 8
1 . 0 1

7 1 0 . 3

4 3 . 3

9 0 4 . 3

4 4 . 9

1 1 6 4 .5

4 7 . 9

2 0 4 8 .4

5 2 . 3

1 8 3 0 3

5 6 8

2 5 4 4 .4

6 5 .4

30.4%

6.1%

3 5 .2 %

5.0%

37.8%

4 .1 %

3 8 0 %

2 5 %

3 8 ,7 %

3 1 %

39.4%

2.6%

5 1 2 %

4 5 .5 %

4 8 .7 %

51 .2%

4 7 .0 %

52.9%

50.1%

4 9 .9 %

5 0 6 %

4 9 .4 %

38.1 %

61.9%

6 3 8 . 2

6 8 0 . 0

590 .4

7 0 5 .4

620.1
730.6

7 0 6 . 2

7 4 3 . 9

7 3 2 4

7 5 5 4

6 7 6 . 8

8 5 2 . 6

8 .1 %

t 3 . 9 %

14.4%

9 .0 %

14.8%

14.8%

9.0%

14.6%

14.6%

8.5%

14.8%

14.9%

8 .7 %

15.7%

15.7%

10.7%

15.6%

15.6%

4 4 %

71%

5 .0 %

6 7 %

5.4%

63%

6.1%

59%

6 .9 %

5 6 %

7.7%

51%

7 8 %

4 9 %

8 .5 %

5 0 %

6.3%

50%

3.6%

64%

9.3%

4 1 %

8 .0 %

4 4 %

Re t a i n e d  t o  Co m  Eq

Al l  Div 'd s  to  Ne t  Pro f

6.5%

4 6 %

B U S I N E S S : N e w  J e r s e y  R e s o u r c e s  C o r p .  i s  a  h o l d i n g  c o m p a n y

p r o v i d i n g  r e t a i l  w h o l e s a l e  e n e r g y  s a c s .  t o  c u s t o me r s  i n  Ne w  J e r s e y ,

a n d  i n  s t a t e s  f r o m  t h e  G u l f  C o a s t  t o  N e w  E n g l a n d ,  a n d  C a n a d a .

N e w  J e r s e y  N a t u r a l  G a s  h a d a b o u t  4 7 8 , 0 0 0  c u s t o m e r s  a t  9 / 3 0 / 0 7
i n  M o n m o u t h  a n d  O c e a n  C o u n t i e s ,  a n d  o t h e r  N . J .  C o u n t i e s .  F i s c a l

2 0 0 7  v o l u me :  1 0 2 . 8  b i l l .  c u .  f t .  ( 5 8 %  f i r m ,  6 %  i n t e r r u p t i b l e  i n d u s t r i a l

a n d  e l e c t r i c  u t i l i t y ,  3 6 %  o f f  s y s t e m a n d  c a p a c i t y  r e l e a s e ) .  N . J .  Na t u -

r a l  En e r g y  s u b s i d i a r y  p r o v i d e s  u n r e g u l a t e d  r e t a i l  w h o l e s a l e  n a t u r a l
g a s  a n d  r e l a t e d  e n e r g y  s a c s .  2 0 0 7  d a p .  r a t e :  2 . 8 %  Ha s  B0 8  e m p l o y .

O f f . / d i r .  o w n  a b o u t  2 ' V  o f  c o m m o n  ( 1 2 1 0 7  P r o x y ) .  C h r m n .  C E O ,  &
P r e s .  :  L a u r e n c e  M .  D o w n e s .  i n c . :  N . J .  A d d r . :  1 4 1 5  W y c k o f f  R o a d ,

W a l l ,  N J  0 7 7 1 9 .  T e l . :  7 3 2 - 9 3 8 - 1 4 8 0 .  W e b :  w w w . r l j r e s o u r c e s . c o m .

December 12, 2008

New Jersey Resources posted solid re-
sults for its fiscal fourth quarter
(ended September 30th) and year. This
stemmed from roughly 7,175 new custom-
ers last year, as well as about 730 conver-
sions, which boosted results at the New
Jersey Natural Gas (NJNG) division.
Meanwhile, record performance from NOR
Energy Services also contributed nicely.
Capital projects ought to provide
room for the expansion of its mid-
stream assets. N_lR has been making
progress at its Steckman Ridge storage fa-
cility in western Pennsylvania. Mean-
while, the company has drilled three wells
so far, and expects to have nine others
completed in 2009. This facility will pro-
vide extra capacity during the peak winter
and summer months to the Northeast.
Also, the completion of a new 16-inch main
pipeline into the Whiting section of Man-
chester Township, NJ is allowing for new
first-time customers.
We have raised our 2009 annual es-
timate by 30%. This stems a recent base
rate case approval for NJNG that boosts
annual revenues by $32.5 million, as well
as the aforementioned capital projects.

New customers at the NJNG division are
expected to contribute approximately $4
million annually to utility gross margins.
And there is still sizable room for that seg-
ment to grow through potential customers
and conversions. The NJR Energy Services
unit has benefited from its dynamic port-
folio of supply storage and transportation
contacts. And the Steckrnan Ridge facility
ought to complement that mix nicely. All
told, the company's prospects appear
bright.
Meanwhile, the balance sheet and fi-
nancial position appear strong. NJR
has ample cash on hand, and solid access
to capital through revolving bank credit.
These timely shares have been on a
bumpy ride since our September
review. Still, they are currently trading
up about 6% over that interim, thanks to a
dividend increase and solid earnings this
past year. Meanwhile, the 10.7% hike in
NOR's quarterly dividend may appeal to
income-oriented accounts. And conserva-
tive investors may find the high Safety
rank (1) and solid Financial Strength
rating (A) comforting.
Bryan Fong

Target Price Range

I (El In millions,
C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

( A )  F i s c a l  y e a r  e n d s  Se p t .  3 0 t h ( C)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  i n  e a r l y  J a n u a r y , m i l l i o n ,  $ 8 . 0 9 l s h a r e
( B )  D i l u t e d  e a r n i n g s .  Q t l y  e g g  m a y  n o t  s u m  t o Ap r i l ,  J u l y ,  a n d  Oc t o b e r .  I  D i v i d e n d  r e i n v e s t - a d j u s t e d  f o r  s p l i t
t o t a l  d u e  t o  c h a n g e  i n  s h a r e s  o u t s t a n d i n g .  Ne xt w e n t  p l a n  a v a i l a b l e R e s t a t e d
e a r n i n g s  r e p o r t  d u e  l a t e  J a n In c l u d e s  r e g u l a t o r y  a s s e t s  i n  2 0 0 8 1  $ 3 4 0 . 7
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n.0%

1400

2950

no capital ($mill)
new Plant ($mim

1575
ms

9.5%

11.5%

11.5%

Rectum on Total Cap'l

Rut um on Shr. Equlty

Mum on Com Equity

11.0%

13.5%

13.5%

1465.1

111.1

1615.2

121.9

2298.1

136.4

2544.1

1as.a

1897.4

128.0

2562.7

93.1

2739.1

98.1

3357.8

101.1

2960.0

128.3

3176.3

135.2

34.4%

7.6%

34.7%

7.5%

34.8%

5.9%

33.5%

5.4%

31.0%

6.7%

35.2%

3.5%

31.8%

3.6%

28.3%

a.0%

26.3%

4.3%

26.6%
4.3%

42.1%

57.4%

35.5%

64.0%

32.7%

66.7%

37.8%

61.7%

35.1%

64.5%

39.6%

60.3%

39.8%

60.1%

37.4%

62.5%

36.3%

63.7%

30.9%

69.0%

1322.6

1731.8

1230.1

1735.2

1061.2

1729.6

11a0.1

1768.6

1128.9

1796.8

1251.5

2484.2

1246.0

2549.8

1297.7

2659.1

1a10.1

2114.1

1368.0

2757.3

9.9%

145%

14.6%

10.9%

15.4%

15.4%

13.7%

19.1%

19.2%

12.3%

18.6%

18.7%

12.2%

11.5%

17.5%

8.3%

12.3%

12.3%

8.8%

13.1%

13.1%

9.4%

12.5%

12.5%

10.9%

14.7%

14.7%

11.2%

14.3%

14.3%

CAPITAL STRUCTURE as M9130101
Toni Dost $937.0 mill. Duo in 5 Yrs$544.0 mill.
LT Debt s44a.0 mill. LT Intense $30.0 mill.
(Total interest coverage: 5.9x)

Pension Assets-12/07 s41a.1 mill. oblige. $263.2

mill.

Pfd Div'd NonePfd Stock s.s mill.

Common Stock 45,191,261 shares
as M10/27/08
MARKET CAP' s1.s hllllon (Mld Cap)

2 0 0 7 9As0l0s2 0 0 6
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9 3 1 . 9

1 0 2 3 . 8
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1 2 7 6 . 4
5 4 4 %
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5 4 3 %
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4 8 9 . 0
3 9 4 . 9
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9 4 %

C U R R E N T  P O S IT IO N
( W I L L )

C a s h  A s s e t s
O t h e r
C u r ren t  A ssets
A c c ts  P ayab le
D e b !  D u e
O t h e r
C u rren t  L iab .
F ix .  C h g .  C o v.

Past
10 Yrs.

7.0%
3.5%
1.5%
3.5%
3.0%

ANNUAL RATES
d change(persh)
Revenues
"Cash Flaw"
Eamings
Dividends
Book Value

El!'d '05-'07
19 '11-'13

s. 0%
5.0%
4.0%

Nil
4.5%

Past
Yrs.
7.0%
1.5%
-1 .5%
1.0%
4.0%

C al -
e n d a r

QUARTERLY REVENUES (S mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1
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.go
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.35
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1.00

d.06
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.25
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2.87

2.98
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2.50
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QUARTERLYDMDENDS PAlo I I

Mar.31 Jun.30 S8030 Dec.31

F u l l
Y ear
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2005

200s

2007
200a

.465
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.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

1.86

1.86

1.86

1.86

5.4%

so%

6.2%

60%

8.5%

56%

7.9%

58%

6.5%

63%

1.5%

88%

2.1%

84"/u

2.3%

81%

5.2%

65%

5.4%

62%

2.0%

13%

8.0%

75%

Rdalnd to Com Eq
All Dlv' lls  m in mf

6.5%

54%

include Tropical Shipping subsidiary and several energy related

ventures. Divested oil and gas E&P_ 6193. Has about 3.900 employ-

ees. Ohicersldirectors own about 2.2% of common slot (ams

proxy). Chaimran and Chief Executive Officer: Russ Strobed. In-
corporated: Illinois. Address: 1a44 Ferry Road. Napewille, Illinois

60563. Telephone: 630-305-9500. Internet: www.nicor.com.

BUSINESS' Nicer Inc. is a holding company with gas distribution as

its primary business. Serves over 2.2 million customers in northman

and western Illinois. 2007 gas delivered: 468.3 Ba, incl, 212.1 Bcf

from transportation. 2007 gas sales (256.2 cf): residential, 79%.

commercial, 19% industrial. 2%. Principal supplying pipelines: Nat-

ural Gas Pipeline, Horizon Pipeline, and TGPC. Current operations

N i c o l ' s  p e r f o r m a n c e  h a s  b e e n  u n i m -
r e s s i v e  l a t e ]  .  M o s t  n o t a b l y ,  e a r n i n g s  o f

£ 0 . 0 3  a  s h a r e  i t  w e l l  s h o r t  o f  o u r  $ 0 . 2 0 - a -
s h a r e  e s t i m a t e .  W e a k n e s s  i n  t h e  g a s  d i s -
t r i b u t i o n  b u s i n e s s  w a s  t h e  p r i m a r y  r e a s o n
f o r  t h e  d i s a p p o i n t i n g  p e r  o r m a n c e .  T h e
c o m p a n y  h a s  f a c e d  v a r i o u s  c h a l l e n g e s  o v e r
t h e  c o u r s e  o f  2 0 0 8  i n c l u d i n g  h i g h  g a s
p r i c e s ,  r i s i n g  c o s t s ,  a n d  t o u g h  m a r k e t  c o n -
d i t i o n s  i n  i t s  s h i p p i n g  b u s i n e s s .
M a n a g e m e n t  r e i t e r a t e d  i t s  o u t l o o k  f o r
t h e  y e a r .  D e s p i t e  t h e  s h o r t f a l l  i n  t h e  S e p -
t e m b e r  i n t e r i m .  N i c o r  e x p e c t s  e a r n i n g s  t o
b e  b e t w e e n  $ 2 . 2 0  a n d  $ 2 . 4 0  a  s h a r e  f o r
2 0 0 8 .  T h i s  v i e w  d o e s  n o t  i n c l u d e  t h e
p o t e n t i a l  f o r  v o l a t i l i t y  i n  n a t u r a l  g a s  m a r -

e t s  a n d  a s s u m e s  n o r m a l  w e a t h e r  f o r  t h e
r e m a i n d e r  o f  t h e  y e a r .
W e  l o o k  f o r  e a r n i n g s  t o  b e  o n  t h e  l o w
e n d  o f  t h e  c o m p a n y ' s  g u i d a n c e .

s h o w n  ,
illcor will

i n c o m e - o r i e n t e d  a c c o u n t s .  S t i l l

a tough operating environ-
the foreseeable future. therefore,

m e r e  C o m m i s s i o n  ( I C C ) .  N i c e r  i n i t i a l l y
w a n t e d  t o  i n c r e a s e  i t s  r a t e  b a s e  b y  $ 1 4 0 . 3
m i l l i o n  i n  o r d e r  t o  r e c o u p  r i s i n g  c o s t s  i n
i t s  m a r k e t .  T h i s  c a s e  r e f l e c t e d  a n  l l . 0 5 %
r e t u r n  o n  e q u i t y  o n  a  $ 1 . 5  b i l l i o n  b a s e .  I n
r e s p o n s e  t o  a  d i r e c t  t e s t i m o n y  b y  t h e  I C C .
t h e  c o m p a n y  f i l e d  r e b u t t a l  t e s t i m o n y  i n
l a t e  S e p t e m b e r ,  w h i c h  r e v i s e d  i t s  p r o p o s e d
r a t e  t o  $ 1 4 1 . 6  m i l l i o n  a n d  i n c r e a s e d  i t s
c o s t  o f  e q u i t y  t o  l l . l 5 % .  A l l  t o l d ,  t h e  p r o -
c e s s  i s  e x p e c t e d  t o  c o n t i n u e  i n t o  t h e  m i d -
d l e  o f  2 0 0 9 ,  a n d  t h e  o u t c o m e  s h o u l d  b e  a
k e y  f a c t o r  i n  G A S '  p e r f o r m a n c e  o v e r  t h e
c o m i n g  y e a r s .  T h u s ,  w e  r e c o m m e n d  i n v e s -
t o r s  c o n t i n u e  t o  k e e p  a  c l o s e  e y e  o n  t h e s e
p r o c e e d i n g s  o v e r  t h e  c o m i n g  m o n t h s .
T h i s  s t o c k  i s  r a n k e d  3  ( A v e r a g e )  f o r
y e a r - a h e a d p e r f o r m a n c e . H o w e v e r ,
r i s k - a v e r s e  i n v e s t o r s  m a y  f i n d  t h e s e  s t a b l e
s h a r e s  a p p e a l i n g ,  g i v e n  t h e  v o l a t i l i t y  i n
t h e  w o r l d ' s  f i n a n c i a l  m a r k e t s .  N i c o r ' s  y l o l d
i s  a b o v e  t h e  i n d u s t r y  a v e r a g e .  w h i c h  m a y
i n t e r e s t ,
t h e  c o m p a n y  w i l l  p r o b a b l y  c o n t i n u e  t o  b e
p r e s s u r e d  b y
w e n t  i n
m o s t  i n v e s t o r s  s h o u l d  l o o k  e l s e w h e r e .
R i c h a r d  G a l l a g h e r D e c e m b e r  1 2 , 2 0 0 8

G i v e n
t h e  w e a k  t h i r d - q u a r t e r w e  e s -
t i m a t e  s h a r e  n e t  w i l l  b e  $ 2 . 2 5 . '
p r o b a b l y  c o n t i n u e  t o  f a c e  a  c h a l l e n g i n g  o p -
e r a t i n g  e n v i r o n m e n t ,  w h i c h  s h o u l d  p r e s -
s u r e  r e s u l t s  i n  t h e  D e c e m b e r  p e r i o d .
N i c e r  i s  s t i l l  f o c u s e d  o n  o b t a i n i n g  r a t e
r e l i e f .  T h e  c o m p a n y  f i l e d  a  c a s e  a n d  i s
a w a i t i n g  a  d e c i s i o n  f r o m  t h e  I l l i n o i s  C o m -

4 2 . 9
3 1 . 2

T a r g e t  P r i c e  R a n g e
2 0 1 1 2 0 1 3

1 2 0
1 0 0
8 0
64

4 8
11.111111

32

24
20
18

12

I III III III
'I1-13

1 0 0
(B) Dividends historically paid mid February,
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d i l u ted .  E xc l .  nonrecur r i ng  ga ins ( l oss) :  ' 97 ,  5¢ ,  3 ( l ¢ .  N ex t  egg.  repor t  due l a te  F ebruary ,
' 98,  11¢,  ' 99,  5¢,  ' 00,  ($1.96) ,  ' 01,  1e¢,  ' 03,
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TIMELINESS

SAFETV

3
1
1

Raised BIBIOB

Raised3/18/05

T E C H N I C A L Raised12/12/08

BET A .6 0  ( 1 .0 0  :  M a r k e t )

2 0 1 1 - 1 3  P R O J E C T I 0 N S
. . An n ' I  T o t a l

P r l c e G a l n R e t u r n
6 5 + 4 0 % 1 2 %
5 5 + 2 0 % 8 %

H`gh
L a w

J
1
1
1

Insider Decisions
J F M A M
0 1 0 0 0
0 0 0 0 0
0 0 0 0 0

KaBuy
Dplions
to Sell

J A s
0 0 0
0 1 2
0 1 2

High:
Low:

31.4
23.0

30.8
24.3

275
17.8

26.8
21.7

30.7
23.5

31.3
24.0

3 4 . 1
2 7 . 5

39.6
32.4

43]
32.8

5 2 . 8
3 9 . 8

5 5 . 2
3 7 . 7

. I 111

I'll |.
| | |

I
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lI
4 *4»--""

l_lll1l
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2 0 1 2

3-for-2 split 9/96
Veg

LEGENDS .
1.10 x Dividends 11 sh
divided Hg Interest Rate
Relative rice Strength

Ogtionsz . .
hadedarea:poorrecession

Latestrecesshan began 12/07

I. . . . .111 l l 1111111 III

m l I I - II n

l li n

a s  TOT.  RETURN 1 1 / 0 8
VL ARITH.

INDEX
-41 .9
-3 0 .9
-10 .6

ems
STOCK

7.6

61 .1

95.6

1  y r .
3  y r .
5  y r

I n s t i t u t i o n a l  D e c i s i o n s
192008 2a2ooa s o m a

to Buy 7 7 7 8 6 5
to Sell 9 2 7 1 7 4
Hldls{Dw) 1 6 7 7 2 1 6 9 4 7 1 6 3 1 0

15
10
5

Percent
shares
traded

..|. II .|.
I | I .|

I | . . I !

I I IIII I lim I i I HI ll lllllllI II ill IIHIIit!
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HIl l I I I'll I  I1
1992 1993 1g94 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

1 4 . 1 0

3 . 2 5

.74

1 . 1 5

1 8 1 5

3.74

1 .74

1 . 1 7

1 8 , 3 0

3 , 5 0

1 . 8 3

1 . 1 7

1 6 0 2

3 4 1

1 6 1

1 .1 8

1 6 ,8 6

3 8 6

1 .9 7

1 .2 0

1 5 8 2

3 , 7 2

1 ,7 6

1 2 1

1 6 .7 7

3 .2 4

1 .0 2

1 2 2

1 8 1 7

3 7 2

1 .7 0

1 .2 3

2 1 0 9

3 . 6 8

1 .7 9

1 .24

2 5 7 8

3 8 5

1 8 5

1 2 5

2 5 , 0 7

3 6 5

1 6 2

1 .2 5

23 .57

3 . 8 5

1 ,7 6

1 .2 7

2 5 . 6 9

3 . 9 2

1 .86

1 .3 0

33 .01

4 .3 4

2 .11

1 .3 2

3 7 . 2 0

4 . 7 8

2 . 3 5

1 . 3 9

3 , 7 3

12 .41

3 .61

1 3 .0 8

4 . 2 3

1 3 . 6 3

3 . 0 2

1 4 .5 5

3 . 7 0

1 5 3 7

5 . 0 7

1 5 .0 2

4 0 2

1 5 5 9

4 . 7 8

1 7 .1 2

3 4 5

1 7 ,9 3

3 2 3

1 8 5 5

3 .11

1 8 B B

4 . 9 0

1 9 .5 2

5 . 5 2

2 0 .6 4

3 . 4 8

2 1 . 2 8

3 . 5 6

2 2 . 0 1

1 9 .4 6 1 9 .7 7 2 0 . 1 3 2 2 .2 4 2 2 , 5 6 2 2 .B5 2 4 8 5 2 5 . 0 9 2 5 2 3 2 5 . 2 3 2 5 5 9 25.94 2 7 . 5 5 2 7 . 5 8 2 7 .2 4

2 7 . 0

1 .64

5.7%

1 2 . 9

.76

5.2%

1 3 . 0

. a s

5 .5 %

1 2 .9

. 8 6

5 .7 %

1 1 .7

.73

5.2%

14.4

. 8 3

4 .8 %

2 6 . 7

1 .3 9

4 .5 %

1 4 5

a s

5 ,0 %

1 2 4

, a l

5 .6%

1 2 . 9

5 6

5 1 %

1 7 2

9 4

4 .5 %

1 5 .8

.90

4.6%

1 6 .7

. 8 8

4 .2 %

1 7 .0

.91

3.7%

1 5 .9

. 8 6

3.7%

2001
3 9 . 1 3

5 . 4 1

2 . 7 6

1 .44

4 . 4 8

2 2 . 5 2

2 6 . 4 1

1 6 . 7

. h e

3.1%

1 0 3 3 .2

7 4 . 5

3 7 .2 %

7 .2 %

4 6 .3 %

5 3 .7 %

1 1 0 6 . 8

1 4 9 5 . 9

8 .5 %

12.5%

12.5%

2008 2009 © VAL UE L INE PUB. ,  INC

4 0 . 5 5

5 . 4 0

2 . 5 5

1 . 5 2

4 1 9 5

5 . 7 5

2 . 0 0

1 . 6 0

Re v e n u e s  p e r  s h

" C a s h  F l o w "  p e r  s h

Ea r n i n g s  p e r  s h  A

Div 'd s  De c l 'd  p e r s h B I

5 0 . 0 0

6 . 6 0

3 . 3 5

1 .8 8

5 . 4 5

2 3 . 6 5

9 . 0 0

2 3 .7 5

Ca p ' l  Sp e n d i n g  p e r  s h

Bo o k  Va l u e  p e r  s h

4 . 5 0

2 6 .5 0

2 6 . 5 0 2 6 .5 0 C o m m o n  S h e  0 u t s t ' g  c 2 8 .0 0

sold fig
Value
erin

rnss are

Ume

Otes

Av g  An n ' l PIE  Ra t i o

Re la t iv e Pl E  Ra t i o

A v g An n ' l  Div 'd  Yie ld

1 8 . 0

1 . 2 0

3 . 1 %

1 0 0 0

6 7 . 5

1 0 2 5

7 4 . 0

Re v e n u e s ( $ m i l I )

Ne t  Pr o f i t  ( $ mi l l )

1 4 0 0

9 4 . 0

3 7 . 0 %

6.8%

3 7 . 0 %

6 . 4 %

In c o me  T a x Ra t e

Ne t  Pr o f i t  M a r g i n

3 7 . 0 %

5. 7%

4 7 .0 %

5 3 .0 %

4 8 . 0 %

5 2 .0 %

L o n g -T e rm De b t  Ra t io

C o m m o n  E q u i t y  R a t i o

4 8 .0 %

5 2 .0 %

1 1 5 0

1 5 5 0

1 2 0 0

1 6 5 0

T o t a l  Ca p i t a l  ( $ mi l l )

Ne t  P l a n t  ( $ mi l l )

1 5 0 0

2 0 0 0

7.5%

1 1 . 5 %

11 .5%

7.7%

11.5%

1 1 . 5 %

Return  on  To ta l  Cap 'I

Re t u r n  o n  Sh r .  Eq u i t y

R e t u r n  o n C o m E q u i t y

7.0%

11.0%

11.0%

C A P I T A L S T R U C T U R E a s  o f  9 / 3 0 / 0 8
T o t a l D e b ! $ 6 8 6 . 8  m m .  D u e  i n  5  Y r s  $ 2 5 9 . 8  m i l l .
L T  D e b t $ 5 1 2 . 0  m i l l . L T  I n t e r e s t $ 3 7 . 0  mi l l .

( T o t a l  i n t e r e s t  c o v e r a g e :  4 . 0 x)

Pe n s i o n  A s s e t s - 1 2 / 0 7 $ 2 4 1 mi l l .
O b l l g .  $ 2 6 0  m m .
P f d  S t o c k  N o n e

C o m m o n  S \ o c k  2 6 4 7 0 , 6 8 8 s h e .
a s o f  1 0 / 3 1 / 0 8
M A R K E T C A P  $ 1 . 2 b i l l i o n  ( M i d  Ca p )

2 0 0 7 9 1 3 0 /0 82 0 0 6

5 . 8
3 0 3 . 0
3 0 8 . 8

1 1 3 . 6
1 2 9 . 6

9 8 . 3
3 4 1 . 5

3 4 9 %

4 . 1
2 7 9 . 7

2 8 3 . 8

5 3 . 5
1 7 4 . 8
1 8 4 . 0
4 1 2 . 3

N M F

6 . 1
2 6 8 . 8
2 7 4 . 9

1 1 9 . 7
1 4 8 . 1
1 2 2 . 1

3 8 9 . 9
4 0 8 %

C U R R E N T  P O S I T I O N
( $ M IL L )

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L i m b .

F t .  C h g .  C o v .

A N N U A L R A T E S
of  d iane  (pe r  sh )
R e v e n u e s
" C a s h  F l o w "
E a r n i n g s
D i v i d e n d s
B o o k  V a l u e

P a s t
10 Yrs.

8 . 5 %
3 . 0 %
3 . 0 %
1 . 5 %
3 . 5 %

P a s t
5 Y rs .

8 . 5 %
5 . 5 %
6 . 5 %
2 . 0 %
3 . 5 %

E s t ' d ' 0 5 - ' 0 7
to 111-'13

5 . 5 %
5.  0%
7 . 0 %
5 . 5 %
3 . 5 %

C a l -
e n d a r

QUARTERLY REVENUES ($  mm.)

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2005

2006

2007

2008

2009

3 0 8 . 7

3 9 0 . 4
3 9 4 . 1

3 8 7 . 7

3 8 0

3 4 1 . 4

3 3 5 . 9

3 3 1 ]

3 1 1 . 3

3 3 5

1 5 3 . 7

1 7 1 . 0

1 8 3 . 2

1 9 1 . 3

1 9 0

1 0 6 . 7

1 1 4 . 9

1 2 4 . 2

1 0 9 . 7

1 2 0

9 1 0 . 5

1 0 1 3 . 2

1 0 3 3 . 2

1 0 0 0

1 0 2 5

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2005

200s

2001

2008

2009

1 . 4 4

1 . 4 8

1 . 7 7

1 . 6 3

1 . 7 0

d . 3 1

d . 3 5

d . 2 2

d . 3 B

d . 3 0

. 9 4

1 . 1 5

1 . 1 1

1 . 2 2

1 . 2 7

. 0 4

. 0 7

. 1 0

. 0 8

. 1 3

2 . 1 1

2 . 3 5

2 . 7 6

2 . 5 5

2 . 8 0

C a l -
e n d a r

QUARTERLY DIVIDENDS PAID B I

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2004

2005

2006

2007

2008

. 3 2 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

. 3 2 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

. 3 9 5

. 3 2 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

1 . 3 0

1 . 3 2

1 . 3 9

1 . 4 4

4 1 6 .7

2 7 . 3

4 5 5 . 8

4 4 . 9

5 3 2 . 1

4 7 . 5

5 5 0 . 3

5 0 . 2

6 4 1 .4

4 3 . 8

6 1 1 . 3

4 6 . 0

7 0 7 . 6

5 0 . 6

9 1 0 . 5

5 8 . 1

1 0 1 3 . 2

6 5 . 2

3 1 0 %

6 5 %

35.4%

9.9%

35.9%

9.0%

3 5 .4 %

7 7 %

3 4 .9 %

6 8 %

33.7%

7.5%

34.4%

7.1 %

36.0%

6 .4 %

3 6 .3 %

6.4%

45.0%

50.6%

4 6 0 %

4 9 .9 %

4 5 .1 %

5 0 .9 %

4 3 .0 %

5 3 .2 %

4 7 .5 %

5 1 ,5 %

49.7%

50.3%

4 6 .0 %

54.0%

4 7 .0 %

53.0%

4 6 .3 %

5 3 1 %

8 1 5 . 6

8 9 4 . 7

8 6 1 . 5

8 9 5 . 9

8 8 7 . 8

9 3 4 . 0

8 8 0 , 5

9 6 5 . 0

9 3 7 . 3

9 9 5 . 5

1 0 0 6 .6

1 2 0 5 .9

1 0 5 2 .5

1318 .4

1108 .4

1373 .4

1 1 1 6 .5

1 4 2 5 1

5.0%

6.1 %

6.0%

6 .8 %

9.7%

9 .9 %

6.7%

9.8%

10.0%

6.9%

1 0 0 %

10.2%

5 .9 %

8 .9 %

8 .5 %

5.7%

9.1 %

9.0%

5.9%

8.9%

8.9%

6.5%

9 .9 %

9 .9 %

7 4 %

10.9%

10.9%

NMF

118%

2.8%

7 4 %

3 .1 %

70%

3 .5 %

67%

1.9%

7 9 %

2.6%

72%

2.7%

6 9 %

3.7%

6 3 %

4 .5 %

5 9 %

6 .0 %

5 2 %

5 . 0 %

5 8 %

5.0%

57%

Re t a in e d  t o  Co m Eq

Al l  Div 'd s  to  Ne t  Pro f

5 .0 %

5 6 %

O w n s  l o c a l  u n d e r g r o u n d  s t o r a g e .  R e v .  b r e a k d o w n :  r e s i d e n t i a l ,

5 5 % ,  c o m m e r c i a l ,  2 8 % ,  i n d u s t r i a l ,  g a s  t r a n s p o r t a t i o n a n d  o t h e r ,

1 7 % .  E m p l o y s  1 , 1 3 0  B a r c l a y s  G l o b a l  o w n s  6 . 5 %  o f  s h a r e s ,  o f l ' . l

Di r . ,  1 . 3 % ( 4 1 0 8  p r o x y ) .  C E O  M a r k  S .  D o d s o n ,  C E O - e l e c t ;  G r e g g S .

K a n t o r .  I n c . :  O r e g o n .  A d d r e s s :  2 2 0  N W  2 n d  A v e . ,  P o r t l a n d ,  O R

9 7 2 0 9 .  T e l . :  5 0 3 - 2 2 6 - 4 2 1 1 .  In t e r n e t :  w w w . n w n a t u r a l . c o m .

B U S I N E S S :  N o r t h w e s t  N a t u r a l  G a s  C o .  d i s t r i b u t e s  n a t u r a l  g a s  t o

9 0  c o m m u n i t i e s ,  6 5 7 , 0 0 0  c u s t o m e r s ,  i n  O r e g o n  ( 9 0 %  a t  c u s t o m e r s )

a n d  i n  s o u t h w e s t  W a s h i n g t o n  s t a t e .  P r i n c i p a l  c i t i e s  s e r v e d :  Po r t l a n d

a n d  E u g e n e ,  O R ,  V a n c o u v e r ,  W A .  S e r v i c e  a r e a  p o p u l a t i o n :  2 . 5  m i l l .

( 7 7 %  i n  O R ) .  C o m p a n y  b u y s  g a s  s u p p l y  f r o m  C a n a d i a n  a n d  U . S .

p r o d u c e r s ,  h a s  t r a n s p o r t a t i o n  r i g h t s  o n  N o r t h w e s t  P i p e l i n e  s y s t e m .

Northwest Natural's third-quarter re-
sults reflected mostly unusual items.
In the 2007 period, the company received a
state tax refund, and in the 2008 quarter,
it lost money from its gas cost-sharing me-
chanism in Oregon, the two items added
up to about $0.12 a share of the higher
year-to-year loss. (Gas utilities usually
book losses in the summer quarter.) Mean-
while, customer growth, at 2.4% from Sep-
tember 30, 2007, was below the recent 3%
pace, but still above the national average.
Lower costs should lead to a good
fourth-quarter earnings gain. Despite
the higher than-expected third-quarter
loss, Northwest reaffirmed its 2008
earnings-per-share guidance of $2.48-
$2.63. In the final frame of 2007, North-
west spent about $3 million over its
normal operating expenses, partly in con-
nection with redoing some business prac-
tices. The absence of those costs, plus con-
tinued customer growth, should produce a
good earnings boost.
We look for normal earnings growth
in 2009, excluding the effects of gas
cost-sharing. In the first nine months of
2008, Northwest lost about $0.17 a share

from its gas cost-sharing in Oregon. The
state has modified the cost-sharing proce-
dure, so that the company now chooses to
receive either 20% or 10% of the difference
between actual gas costs and the prices
built into rates, with the balance going to
its customers. For the next year, starting
in November 2008, Northwest has chosen
to retain 20% of that difference, believing
that it will earn a small profit from the
cost-sharing arrangement.
Several projects should contribute
considerably to earnings by the end of
our 3- to 5-year horizon. Gill Ranch, a
gas storage project near Fresno, CA,
should receive approval from that state
next year and open by 2011 The Palomar
pipeline, a joint venture with Trans-
Canada, would connect Portland to a sec-
ond source of gas. Northwestls investment
in the two projects would total about $525
million if both halves of Palomar are built.
The two investments would add signifi-
cantly to our out-year earnings forecast.
These top-quality shares, steady in
recent troubled times, should appeal
to conservative investors.
Sigourney b. Romaine December 12, 2008
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C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
S t o c k ' s  P r i c e  S t a b i l i t y
P r i c e G r o w t h  P e r s i s t e n c e
E a r n i n g s Pr e d i c t a b i l i t y

1 0 0
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0  0  0  0  0  0  0  0  0
0  0  2  0  0  0  0  0  0

Institutional Decisions

mznos :moon 3Q2BOB
toBuy 78 97 B2
w So! B5 77 i s
Hld's(Dw 36778 38655 35228
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2003 2004 2005 2006 2007 2008 2009 © VALUE LINE PUB., INC 11-13

18.14

2.04

1.11

.82

19.95

2.31

1.27

.85

22.96

2.43

1.32

.91

25.80

2.51

1.27

.95

23.37

2.64

1.40

.go

28.30

2.80

1.55

1.03

29.10

2.85

1.60

1.07

Revenues per sh A

"Cash Flow per sh

Earnings per sh B

Div'ds DecI'd perch °1

32.05

3.30

2.05

1.19

1.15

9.36

1.85

11.15

2.50

11.53

2.74

11.83

1.85

11.99

1.95

12.60

3.40

13.15

Cap'l Spending persh

Book Value persh D

2.25

15.45

57.31 76.57 76.70 74.61 73.23 73.50 73.50 Common Shs 0utst'g E 73.00

16.7

.95

4.4%

16.5

.88

4.1%

17.9

.95

3.8%

19.2
1.04

3.9%

18.7

.98

3.8%

Bo ld  f ig

Snafu

stiff

res are
Line
Otes

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

1a.0

1.50

3.1%

1220.8

74.4

1529.7

95.2

1761.1

101.3

1924.7

97.2

1711.3

104.4

2080

114

2140

118

Revenues ($mill) A

Net Profit ($mill)

2340

150

34.8%

6.1 %

35.1%

6.2%

33.7%

5.8%

34.2%

5.0%

33.0%

6.1 %

35.0%

5.5%

35.0%

5.5%

Income Tax Rate

Net Profit Margin

35.0%

6.4%

42.2%

57.8%

43.6%

55.4%

414%

58.6%

48.3%

51.7%

48.4%

51.6%

47.5%

52.5%

50.0%

50.0%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

1090.2

1812.3

15149

1849.8

1509.2

1939.1

1707.9

2075.3

1703.3

2141.5

1765

2200

1930

2250

Total Capital ($mill)

Net Plant ($mill)

2125

2400

8.6%

11.8%

11.8%

7.8%

11.1%

11.1%

8.2%

11.5%

11.5%

7.2%

11.0%

11.0%

7.8%

118%

11.9%

8.0%

12.5%

12.5%

7.5%

12.5%

12.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.5%

13.5%

13.5%

1992 1993 1994 1995 1996 1997 1998 1999

8.91

1.07

.70

.46

1057

1.14

.73

.4B

1082

113

.68

.51

8,76

125

.73

.54

1159

1.49

BE

57

1284

162

93

61

1245

172

BB

M

10.97

170

ea

ea

1.41

5.13

1 .58

5.45

1.95

5.68

1.72

6.16

154

6.53

1.52

695

148

745

158

786

51.59 52.30 53.15 57.67 59.10 50.39 6148 62.59

12.3

.75

5.3%

15.4

.91

4.3%

15.7

1.03

4.8%

13.8

.92

5.4%

13.9

.87

4.9%

13.6

.78

4.8%

16.3

.B5

4.0%

17.7

101

4.1%

CAPITAL STRUCTURE as of 7/31/08
Total Debt $994.0 mill, Due in 5 Yrs $150.0 mill.
LT Debt $824.5 mill. LT Interest $55.7 mill.
(LT interest earned: 4.0x, total interest coverage:
4.0x)

Pension Assets-10/07 $2250 mill.
oblige. $188.7 mill.

Pfd Stock None

Common Stock73,27B,688 she.
as of 9/2/08
MARKET CAP: $2.3 billion (Mid Cap)

2007 7131/08200s

4.9
429.9
434.8

151.8
169.5
114.2
435.5

220%

7.5
427.8

435.3
97.2

195.0
132.3
424.5

225%

8.9
467.1
476.0

80.3
170.0
150.1
400.4

261%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Liab.

Fix. Chg. Cov.

Past
10 Yrs.

8.0%
5.5%
5.0%
5.0%
8.0%

Past
Yrs.

11.0%
7.0%
6.0%
4.5%
6.5%

Est'd '05-'07
to '11 -'13

5. 0%
4.5%
75%
4.0%
4.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Fiscal
Year
Ends

QUARTERLY REVENUES ts mill.) A

Jan.31 Apr.30 Jul.31 0ct.31

Full
Fiscal
Year

2005

2006

2007

2008

2009

339.6

282.2

278.2

302.6

310

232.9

237.9
224.4

354.7

360

680.6

921 .4

577.2

788.5

815

508.0

483.2

531.5

534.2

655

17811

1924.7

17113

2080

2140

Fiscal
Year
Ends

EARNINGS PER SHARE A B F

Jan.31 Apr.30 JuI.31 0c1.31

Full
Fiscal
Year

2005

2006

2001

200B

2009

d.07

d.08

d.11

4.13

d.11

d.06

d.15

d.12

d.10

d.10

.93

.94

.94

1.12

1.13

.52

.57

.69

.66

.68

132

1,27

140

1,55

1.60

Cal-
endar

QUARTERLY DNIDENDS PAID C-

Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

.215

.23

.24

.25

.26

.208

.215

.23

.24

.25

215

.23

.24

.25

.26

.215

.23

.24

.25

.26

.85

.91

.95

.99

765.3

60.3

686.5

58.2

39.2%

7.9%

39.7%

85%

44.7%

55.3%

482%

53.8%

829.3

9905

914.7

1047.0

9.2%

13.2%

13.2%

8.1%

11.8%

11.8%

4.7%

65%

3.3%

72%

3.5%

71%

30%

75%

1.7%

83%

3.1%

74%

3.7%

68%

3.6%

68%

2.8%

74%

3.5%

70%

4.0%

66%

4.0%

67%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

58%

8.7 years. Non-regulated operations: sale of gas-powered heating

equipment, natural gas brokering, propane sales. Has about 1,876

employees. Officers & directors own less than 1% of common stock

(1108 proxy). Chairman, CEO, 8. President: Thomas E. Skains. inc.:

NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele-

phone: 704-364-3120. Internet: vw/w.piedmontng.com.

BUSINESS: Piedmont Natural Gas Company is primarily a regu-

lated natural gas distributor, sewing over 932,097 customers in

North Carolina, South Carolina, and Tennessee. 2007 revenue mix:

residential (54%), commercial (30%), industrial (14%), other (2%)

Principal suppliers: Transco and Tennessee Pipeline. Gas costs:

69.4% of revenues. '07 depress. rate: 3.4%. Estimated plant age:

proval for a rate increase in North Caro-
lina. This allowed the company to raise its
annual rates by $15.7 million, effective
November let. Meanwhile, the Robeson
liquid natural gas storage project, located
in NC, is moving along nicely. This facility
should allow for extra capacity and profits
during peak winter months.
Hardy Storage and Southstar Energy
Services contributions to PNY have
moderated a bit. This stems from higher
operating expenses at Hardy Storage and
from the effects of warmer weather on
Southstar Energy. Meanwhile, Southstar
has been impacted by rising commodity
prices and reduced opportunities from the
management of storage and transportation
assets. Still, the Hardy Storage facility
only came on line in April, 2007. There is
room to expand, and operations can be
tightened up, providing upside. In all,
These neutrally ranked shares may of-
fer modest conservative appeal. They
have been more volatile than usual since
our September review. However, present-
ly- they are trading almost 13% higher and
offer good dividend growth potential.
BryanFong December 12, 2008

Piedmont Natural Gas likely posted a
larger share loss for the October in-
terim. Its top-line volumes have been
growing steadily due to its residential and
commercial businesses. Moreover, market-
ing activities are beginning to bear fruit
for its wholesale division. But weaker per-
formance at the sideline Hardy Storage
and Southstar Energy Service units ought
to detract from other income, resulting in
the aforementioned decline in share net.
However, due to stronger profitability ear-
lier this year, PNY's 2008 tally likely ad-
vanced almost 11%.
Due to the tough operating environ-
ment, the top and bottom lines may
well advance only 3% in fiscal 2009
(began November let). Winter heating
costs are expected to remain flat this year.
However, some uncertainty stems from the
2008-2009 winter weather. Meanwhile, op-
erating margins should continue to benefit
from higher volumes and decreased opera-
ting expenses. Thus, profitability ought to
improve marginally. Furthermore,
New rate cases and capital projects
augur well for the company's pros-
pects. Piedmont recently received ap-

Target Price Range

III

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Fiscal year ends October 31st (C) Dividends historically paid mid-January million, 33¢lshare
(B) Diluted earnings. Excl. extraordinary item: April, July, October (E) In millions, adjusted for stock split
00, 8¢. Excl. nonrecurring charge: '97, 2¢ I Div'd reinvest. plan available; 5% discount. (F) Quarters may not add to total due to
Next earnings report due early Feb (D) Includes deferred charges. In 2007: $2399 change in shares outstanding

Q 2008, value Line Publishing, inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind
THE PUBLISHER is NOT RE PONSIBLE FOR ANV ERRORS OR OMISSIONS HEREIN. noncommercial, internal use. No part
of it may be reproduced, resold, stared or transmitted in any printed, electronic or other form, service or product

This publication is strictly for subscriber's own,
or used for generating nr marketing any printed Ur elemrunic publication,

III
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2011-13 PROJECTIONS
Ann'l Total

Return
1 0 %

2 %

Price
5 0
3 5

Gain
( + , 5 % l

( - 5 %
H'gh
Law

i n s i d e r D e c is io n s
J F M A M J J A S
0 0 0 1 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 2 0 2 1 0 0 0

to Buy
Options
to Sell

392008
71
59

17041

Institutional Decisions
mzooa 2112001

57 BE
71 58

17182 17430

w Buy
to Sell
Hld's[001l

High :
Low:

15.3
10.5

15.4
11.0

15.1
123

17.0
138

183
14.1

20.3
15.3

26.5
19.7

32.4
24.9

34.3
25.6

41.3
31.2

39.4
25.2

fn
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STOCK INDEX

8.9 ~41 .9

48.s ~30.9

132.4 -10.6

6
4
2

Percent
shares
traded

|||.-11 I
I I I I | I

I I I | II I I

ill II I ll 1 I Mn; ll
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

16.57

158

.81

.71

17.03

1.54

.78

.72

17,45

135

.61

.72

16,50

1,65

.83

.72

1652

1.54

.BE

72

16.18

160

,as

,72

2089

1.44

.54

.72

17.60

184

1 0 1

.72

22.43

1.95

1.0B

1 3

3530

1 9 0

1,15

74

1.69

6.95

1.87

7.17

1.93

7.23

2.08

7.34

201

8.03

2.30

6.43

3.05

6.23

2.19

6.74

2,21

7,25

2.82

7.81

19.00 19.61 21.43 21.44 21.51 21.54 21.56 22.30 2300 23,72

13.2

.80

6.5%

15.8

.93

5.9%

16.1

1.06

7.4%

12.2

.82

1.2%

13.3

.83

6.4%

13.8

.80

6.1%

21.2

1.10

5.3%

1 3 0

B5

52%

13.3

.75

5.4%

13.6

.70

4 7 %

2003 2004 2005
26.34

2.24

1.37

78

29.51

2.44

1.58

.so

31.78

2.51

1.71

.86

2.36

11.26

2.67

12.41

3.21

13.50

26,46 27.76 28.98

13.3

.76

4.3%

14.1

.74

3.7%

16.6

.88

3.0%

696.8

34.6

819.1

43.0

921.0

48.6

40.6%

5.0%

40.9%

5.2%

41.5%

5.3%

50.8%

49.0%

48.7%

51.0%

44.9%

55.1%

508.4

748.3

675.0

799.9

710.3

877.3

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

2006
31.76

3.51

2.46

.92

2.51

15.11

29.33

11.9

.64

3.2%

931.4

72.0

41.3%

7.7%

44.7%

55.3%

a01.1

920.0

10.1%

16.3%

16.3%

2007 2008 2009 © VALUE LINE PUB., INC

32.30

3.20

2.09

1.01

32.00

3.30

2.30

1.11

32.25

3.60

2.50

1.20

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'ds DecI'd per sh B l

35.95

4.20

3.00

1.30

1.88

15.25

2.00

17.35

2.25

17.75

Cap'l Spending per sh

Book Value per sh c

3.15

19.55

29.51 $0.00 31.00 Common Shs 0uts t 'g D 32.00

17.2

.91

2.8%

Bold Hg
Value
eslln

v ie s are

L i n e

Are s

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

14.0

.95

3.1%

956,4

61.8

960

70.0

1000

80.0

Revenues ($miII)

Net Profit ($mill)

1150

100

41.9%

6.5%

42.0%

7.3%

40.0%

s.0%

Income Tax Rate

Net Profit Margin

40.0%

8.7%

42.7%

57.3%

41.0%

59.0%

40.5%

59.5%

Long-Term Debt Ratio

Common Equity Ratio

40.5%

59.5%

839.0

948.9

880

980

925

1015

Total Capital ($miII)

Ne! Plant ($mill)

1050

1200

8.5%

12.8%

12.8%

9.0%

13.5%

13.5%

9.5%

14.5%

14.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

10.5%

16.0%

16.0%

CAPITAL STRUCTURE as of 9/30/08
Total Debt $517.0 mm. Due in 5 Yrs $196.8 mill.
LT Debt $357.8 mill. LT Interest $17.0 mill.
(Total interest coverage: 5.9x)

Pension Assets-12/07 $120.4 mill.
oblige. $133.0 mill.

Pfd Stock none

Common Stock 29,728,697 common she.
as of 11/3/08

MARKET CAP: $1.1 bi llion (Mid Cap)

200s 2001 9/30/08

7 .g
363 .8
371 .7

101 .6
1 9 7 .0
124.2
4 2 2 . 8

5 2 7 %

4 .2
3 5 0 ]
354 .9

88 .1
159.2
1 3 1 .1
378 .4

5 8 1 %

11.7
3 1 6 5
328 .3

101.2
118.4
108.7
328 .3

4 7 6 %

CURRENT POSITION
($mlLL.)

Cash Assets
Othe r
Current  Asse ts

Acc ts  Payable
De bt  Due
Ot he r
Current Limb.

Fix.  Chg.  Cov .

Past
10 Yrs.

7.0%
7.0%
9.5%
2.5%
7.5%

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
Yrs.
4.0%
9.0%

12.5%
4.5%

12.5%

Est'd '05-'07
to '11-'13

2.0%
5.5%
6.0%
5.5%
4.5%

Cal-
endar

QUARTERLY REVENUES (6 mill.)

Ma r . 3 1  J un. 3 0  Se p. 3 0 Dec.31
FUll
Year

2005

2006
2007

2008

2009

154.0

153.8

171.7

135.8

160

328.6

372.6

368.4

M 8 0

365

281.4

250.3

260.1

265.8

275

157.0

1 5 4 ]

15622

210.4

200

9210

9314

9584

960

1000

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2005

200s

2007

2008

2009

.39

59

.53

.68

.70

.27

.20

.21

.26

.30

.96

1.05

1.30

1.32

1.35

.09

.51

d.05

.04

.15

1.71

2.46

2.09

2.30

2.50

Cal-
endar

QUARTERLY DIVIDENDS PAIDB l

Mar.81 Jun.30 Sep.3lJ Dec.31

Full
Year

2004

2005

2005

2007

2008

.202

.213

.225

.245

.270

.415

.438

.470

.515

.568

.202

.213

.225

.245

.270

,82

.86

.92

1.01

450.2

13.8

392.5

22.0

515,9

24,7

837.3

25.8

46.2%

3.1%

42.B%

5.8%

43.1%

4.8%

42.2%

3 2 %

57.3%

335%

53.8%

37.0%

54.1%

37.6%

57.0%

35.9%

4011

504.3

405.9

533.3

443.5

562.2

516.2

607.0

5 3 %

8.1%

10.3%

7.4%

11.7%

14.6%

7.4%

12.1%

14.8%

6.9%

12.1%

12.8%

NMF

112%

4.2%

72%

4.8%

67%

3.5%

76%

4.7%

62%

5.0%

57%

5.9%

52%

6.2%

50%

10.2%

37%

6.7%

48%

7.0%

48%

8.0%

47%

Retained to Com Eq

All Div'ds to Net Prof

9.5%

42%

South Jersey Energy, South Jersey Resources Group, Marina En-

ergy, and South Jersey Energy Serv ice Plus. Has 804 employees.

Ofl' . ldir.  control 1.0% of com. shares, Dimensional Fund Advisors,

6.5%, Barc lays, 6.1% (3/08 proxy).  Chrmn. & CEO: Edward Gra-
ha m.  lnc o rp. :  NJ .  Addre s s :  1  So uth J e rs e y  P la za ,  Fo ls o m,  NJ

08037. Tel.; 609 561 9000. Internet: www.sjindustries.com.

BUSINESS: South Jersey Industries, Inc. is a holding company. i ts

s ubs i di a ry ,  So ut h J e rs e y  Ga s  Co . ,  di s t r i but e s  na t ura l  ga s  t o

335 ,663  c us tomers  i n New J e rs ey ls  s outhe rn c ount i es ,  whi c h

covers 2,500 square miles and includes Atlantic City. Gas revenue

mix '07: residential, 46%, commercial, 23%. cogeneration and elec-

tric generation, 8%, industrial, 23%. Non-uti li ty operations include:

citing greater natural gas costs. Its Basic
Gas Supply Service rate will now increase
by 92%, which was somewhat smaller
than had been originally requested,
reflecting a decline in gas prices in recent
months.
The company has announced a 10%
dividend hike. The board of directors
raised the quarterly dividend from $0.27
to $0.2975, starting with the December
payout. The company has established an
encouraging track record of dividend in-
creases in recent years. We expect this
pattern to continue. In addition, South
Jersey has announced a share-repurchase
program. Under this program, the compa-
ny can buy back up to 5% of common stock
outstanding over the next four years. This
ought to keep a lid on the share count,
supporting share net.
This issue is neutral ly ranked for
year-ahead performance. Looking fur-
ther out, we anticipate solid bottom-line
growth at the company over the pull to
2011-2013. This good-quality stock offers
subpar, but reasonably well defined, total
return potential for the coming years.
MichaelNapoli, CPA December 12, 2008

Shares of South Jersey Industries
have held their own in recent months,
despite considerable weakness in the
broader market. The company reported
strong results for the third quarter. Cus-
tomer growth at South Jersey Gas contin-
ued at a decent clip, considering the slow-
down in the housing construction market.
The utility posted a slightly greater loss in
the recent period, though. Losses are com-
mon for this business in the third quarter,
due to a lack of heating demand. This was
more than offset by strength in other
areas. Higher cooling demand and the
opening of the Borgata's new Water Club
tower benefited performance at the on-site
energy production business, Marina Ener-
gy. The Retail Services and Asset Manage-
ment 8; Marketing segments also posted
improved results. We anticipate a healthy
performance in the fourth quarter, as well.
We expect a share-earnings advance of
roughly 10% for full-year 2008. Bottom-
line growth ought to continue in 2009.
The New Jersey Board of Public Utili-
ties has approved a rate increase for
South Jersey Gas. The subsidiary had
originally requested an increase in June,
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seeking a $9.1 million increase in operat-
ing revenues in California. These requests
appear reasonable, although it is unclear
what pressures the rate boards may face,
if any. We expect decisions on these cases
by yearend. The company's focus on
procuring rate relief and improving rate
design is important, as SWX depends upon
such approved revenue increases to help it
cope with higher expenses and to provide
for smoother earnings.
Investors should be aware of several
caveats. Warmer-than-normal tempera-
tures during the winter months can hurt
profitability at Southwest Gas. Moreover,
the company will likely incur higher oper-
ating costs as it continues to expand. Fur-
thermore, insufficient, or lagging, rate
relief could also hurt profits.
Shares of Southwest Cas, once
favored for their growth, are out of
sorts now. Nevertheless, we anticipate
higher share earnings at the company by
early next decade. At the current quota-
tion, this issue features good total return
potential  for a ut i l i ty, considering i ts
healthy dividend yield.
Michael Napoli, CPA

Southwest Gas reported an unimpres-
sive performance for the third
quarter. The top line advanced slightly in
the recent interim. Operating costs in-
creased at a faster pace, though. Moreover,
the company reported a negative return on
long-term investments. Overall, Southwest
posted a much greater share loss for the
period. Customer growth has moderated in
recent periods. A slowdown in the new
construction market and an increasing in-
ventory of vacant homes in the Southwest
hurt performance. Third-quarter losses are
common, considering the seasonal nature
of the business Still, the company is oper-
ating in a challenging environment, which
ought to continue to stymie growth in the
near term. We anticipate flat revenues
and lower earnings per share at Southwest
Gas for full-year 2008. Share earnings
may rebound in 2009, assuming success at
controlling costs.
The company has two important rate
case proceedings nearing conclusion.
It is seeking a rate increase of $50.2 mil-
lion in Arizona, and has included proposed
rate design changes to address weather
related volatility. Elsewhere, Southwest is
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% T O T .  R E T U R N 1 1 / 0 8
VL Amm.

INDEX
-41 .9
-3 0 .9
-1 0 .6

THIS
STOCK
1 4 .2
3 5 . 2
s s . 0

1  y r .
3  y r .
5  y r .

9
6
3

Percent
shares
traded

y . ;
I I II I -  I I . l. »1

|Wu;
I

III IIII
II . . | I 1

I IllI
2002

3 2 6 3

2 6 3

1 1 4

1 2 7

3 .3 4

1 5 .7 8

4 8 5 6

2 3 1

1 2 6

4 .8 %

1584 ,B

5 5 . 7

3 4 0 %

3 5 %

4 5 .7 %

5 2 .4 %

1 4 6 2 5

1 6 0 6 .8

5 .3 %

7 .0 %

7 .2 %

I

I IIII I I I II
1992 1993 1994 1995 1996 1997 1998 1999 2000

1 8 .3 7

2 . 1 7

1 ,2 7

1 .0 7

2 1 . 5 5

2 . 2 5

1 .3 1

1 . 0 9

2 1 . 6 9

2 . 4 3

1 .4 2

1 .1 1

1 9 .3 0

2 . 5 1

1 .4 5

1 .1 2

2 2 1 9

2 9 3

1 8 5

1 .14

2 4 1 6

3 0 2

1 ,8 5

1 1 7

2 3 .7 4

2 7 9

1 .54

1 .2 0

2 0 9 2

2 .7 4

1 .4 7

1 .2 2

2 2 1 9

3 2 0

1 7 9

1 .24

2 . 1 7

1 0 .6 6

2 . 4 3

11 .04

2 .8 4

11.51

2 . 6 3

1 1 .9 5

2 .B5

1 2 .7 9

3 2 0

1 3 .4 8

3 . 6 2

1 3 .8 5

3 , 4 2

1 4 7 2

2 , 6 7

1 5 ,3 1

4 0 . 6 2 4 1 . 5 0 4 2 . 1 9 4 2 . 9 3 4 3 . 7 0 4 3 . 7 0 4 3 8 4 4 5 , 4 7 4 6 4 7

1 3 . 6

.82

6.2%

1 5 . 6

.92

5 3 %

1 4 .0

.92

5 .6 %

1 2 . 7

.85

6.1%

11.5

.72

5.4%

1 2 .7

. 7 3

5.0%

1 7 2

. a s

4 .5 %

1 7 3

Se

4 .8 %

1 4 6

,95

4 B %

2001
2 9 . 8 0

3 2 4

1 8 8

1 2 6

2 6 5

15 .24

4 8 .5 4

1 4 .7

. 7 5

4 5 %

1 4 4 5 . 5

8 9 . 9

3 9 .6 %

5.2%

4 1 .7 %

5 8 3 %

1 4 0 0 . 8

1 5 1 9 .7

7.9%

11.0%

11.2%

2003
4 2 . 4 5

4 . 0 0

2 . 3 0

1 .2 8

2 . 6 5

1 6 .2 5

4 8 . 6 3

1 1 .1

. 6 3

5.0%

2 0 5 4 .2

1 1 2 .3

38.0%

5.4%

4 3 .8 %

54.3%

1 4 5 4 .9

1 8 7 4 .9

9.1%

13.7%

14.0%

2004
4 2 . 9 3

3 . 8 7

1 .9 8

1 .3 0

2 . 3 3

1 6 . 9 5

4 8 . 6 7

1 4 .2

.75

4 .6 %

2 0 8 9 .6

9 8 . 0

38.2%

4 .7 %

4 0 .9 %

57.2%

1 4 4 3 .6

1 9 1 5 .6

8.2%

11.5%

11.7%

2005
4 4 . 9 4

3 . 9 7

2 . 1 1

1 .3 2

2 . 3 2

1 7 . 8 0

4 8 . 6 5

1 4 . 7

. 7 8

4 .2 %

2 1 8 6 .3

1 0 4 .8

3 7 4 %

4 .8 %

3 9 .5 %

5 8 .6 %

1 4 7 8 .1

1 9 6 9 . 7

8 .5 %

11.7%

12.0%

2006
5 3 . 9 6

3 . 9 3

1 .94

1 .34

3 2 7

1 8 .2 8

4 8 . 8 9

1 5 .5

.84

4 .5 %

2 5 3 7 8

95 .1

39.0%

3.6%

3 8 .5 %

51.5%

1 4 9 7 .8

2 0 6 7 .9

7.7%

10.3%

1 0 2 %

2007 2008 2009 © VALUE L INE PUB. ,  INC 1 1 - 1 3

5 3 . 5 1

3 . 8 9

2 . 1 0

1 .3 7

5 2 . 9 8

4 . 1 7

2 . 3 3

1 .4 2

5 3 . 3 5

1 . 3 0

2 . 4 0

1 .44

Re v e n u e s p e r  s h  A

" C a s h  F l o w " p e r  s h

Ea r n i n g s p e r c h  s

Div 'd s  De c I 'd  p e r s h ° 1

5 4 . 6 0

4 . 5 5

2 . 5 5

1 . 5 6

3 . 3 3

1 9 .8 3

3 . 3 3

2 1 . 0 6

3 . 0 0

2 2 .0 0

Ca p ' l  Sp e n d i n g  p e r  s h

Bo o k  Va l u e  p e r  s h  D

2 .5 0

2 5 .0 0

4 9 . 4 5 4 9 . 6 1 4 9 . 6 5 Co mmo n  Sh s  0 u t s t ' g  E 5 0 . 0 0

1 5 .6

. 8 2

4 .2 %

1 4 . 3

. 8 5

4 .3 %

Av g  An n ' I  PIE Ra t io

Re l a t i v e  PIE Ra t i o

Av g A n n ' l Div 'd  Yie ld

1 5 . 0

1 . 0 0

4 .2 %

2 6 4 6 .0

1 0 2 . 9

2 6 2 8 2

1 1 6 . 3

2 6 5 0

1 2 0

Reven u es  ($mi l l )  A

Net  Pro f i t  (Sma l l )

2 7 3 0

1 3 0

3 9 .1 %

3 .9 %

3 8 .0 %

4 .4 %

3 8 .0 %

4 .5 %

In c o me  T a x  Ra te

Ne t Pr o f i t  M a r g i n

3 8 .0 %

4 .8 %

3 7 .9 %

6 0 .3 %

3 6 .0 %

6 2 .3 %

3 5 .0 %

63.5%

L o n g - T e r m De b t  Ra t i o

C o m m o n Eq u i t y  Ra t i o

3 2 .0 %

66.5%

1 8 2 5 .4

2 1 5 0 .4

1 6 7 7 2

2 2 0 8 .3

1 7 2 0

2 3 2 5

Tota l  Cap ita l  ($mil l )

Ne t Pl a n t  ( $ mi I I )

1 8 8 0

2 6 1 5

7 .6 %

10.2%

1 0 4 %

8 . 1 %

1 1 . 1 %

1 1 . 6 %

8 . 0 %

11 .0%

11.5%

Re t u r n  o n  T o t a l  Ca p ' l

Return  on  Shr .  Equ i ty

Re tu r n  o n  Co m Eq u i ty

8 .0 %

1 0 . 0 %

1 0 . 5 %

C A P I T A L  S T R U C T U R E  a s  o f  9 / 3 0 / 0 8
T o t a l  De b t  $ 9 5 0 . 7  m i l l . D u e  i n  5  Y r s  $ 3 9 9 . 5  m i l l .
L T D e b ! $ 6 0 3 . 7  m m . L T I n t e r e s t $ 4 0 . 1  m i l l .
( L T  i n t e r e s t  e a r n e d :  6 . 7 x.  t o t a l  i n t e r e s t  c o v e r a g e :
5 . 7 x )
P e n s i o n A s s e t s - 9 / 0 8 $ 5 8 8 . 2  m i l l .

O b l i g .  $ 5 9 0 . 5  m i l l .
P r e f e r r e d S t o c k $ 2 8 . 2  mi l l .  P f d .  D i v 'd  $ 1  . 3  mi l l .

C o m m o n S t o c k 4 9 ,9 7 1  , 6 1 4  s h e .
a s  o f  1 0 / 3 1 / 0 8

M A R K E T  c A p :  $ 1 . 7  b i l l i o n  ( M i d  c a p )

2 0 0 7 9 I3 0 l o B2 0 0 5

6 . 2
7 3 6 . 1
7 4 2 . 3

2 4 3 . 1
3 4 7 . 0
1 5 8 . 4
7 4 8 . 5

4 6 0 %

4 . 9
5 6 8 . 8
5 7 3 . 7

21 e. 9
2 0 5 . 4
1 3 4 . 8
5 5 7 . 1

4 6 0 %

4 . 4
5 5 6 . 9
5 6 1 . 3

2 0 8 . 5
2 3 8 . 4
1 1 3 . 9
5 6 0 . 8

4 6 5 %

C U R R E N T P O S I T I O N
($MILL.)

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L i m b .

F i x .  C h g .  C o v .

P a s t
10Yrs .

9 . 0 %
3 . 5 %
2 . 0 %
1 . 5 %
4 . 0 %

A N N U A L  R A T E S
of change (per sh)
R e v e n u e s
" C a s h F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

Es t ' d  ' 0 5 - ' 0 7
to '11 -'13

1 . 0 %
2 . 5 %
3 . 5 %
2 . 5 %
5 . 0 %

P a s t
Y rs .

1 2 . 5 %
5 . 0 %
5 . 0 %
1 . 5 %
3 . 5 %

F i s c a l
Y e a r
E n d s

QUARTERLY REVENUES (5 mm.) A
D e c . 3 1  M a r . 3 1  J u n . 3 0  Se p . 3 0

F u l l
F i s c a l
Y e a r

2005

2005

2007

2008

2009

6 2 3 . 4

9 0 2 . 9

7 3 2 . 9

7 5 1 6 6

7 6 0

9 2 9 . 8

1 0 6 4 . 5

1 1 1 9 . 9

1 0 2 0 . 0

1 0 5 0

3 4 9 . 0

3 4 6 . 9

4 6 7 5

4 6 4 ]

4 8 0

2 B4 , 1

3 2 3 . 6

3 2 5 7 7

3 9 1 . 9

3 6 0

2 1 8 6 3

2 6 3 7 . 9

2 6 4 8 . 0

2 6 2 8 2

2 6 5 0

F i s c a l
Y e a r

E n d s

EARNINGS PER SHARE A B

D e c . 3 1 M a r . 3 1 J u n . 3 0 S e p . 3 0

Full
Fiscal
Year

2005

2006

2007

2008

2009

d . 1 7

d . 0 1

. 2 2

. 0 6

. 1 3

d . 2 3

d . 1 5

d . 3 1

d . 2 2

d . 2 0

1 . 6 3

1 . 1 7

1 . 2 7

1 . 6 6

1 . 5 0

. 8 8

. 9 3

. 9 2

. 9 6

. 9 1

2 . 1 1

1 . 9 4

2 . 1 0

2 . 3 3

2 . 4 0

C a l -
e n d a r

QUART ERL Y  DIVIDENDS PAID c  I

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2004

2005

2006

2007

2008

. 3 2 5

. 3 3 3

. 3 3 8

.3 4

. 3 6

. 3 2 5

. 3 3 3

. 3 3 8

.3 4

. 3 6

. 3 2 5

. 3 3 3

. 3 3 8

. 3 4

. 3 6

. 3 2

. 3 2 5

. 3 3 3

. 3 4

. 3 4

1 3 0

1 , 3 2

1 . 3 4

1 . 3 6

1 0 4 0 . 6

6 8 .8

9 7 2 . 1

6 8 . 8

1 0 3 1 .1

8 4 . 6

3 5 .8 %

6 .6 %

3 6 .0 %

7.1 %

35.1%

8 .2 %

4 0 .3 %

5 7 .1 %

4 1 .5 %

5 5 .1 %

4 3 .1 %

54.8%

1 0 6 4 .8

1 3 1 9 .5

1 2 1 8 . 5

1 4 0 2 . 7

1 2 9 9 .2

1 4 6 0 .3

8.0%

10.8%

11.1%

7 .1 %

9.7%

9 .9 %

7.9%

11.4%

1 1 1 %

2.5%

78%

1.8%

8 2 %

3.7%

69%

3.8%

67%

N M F

1 1 2 %

6.2%

56%

4 .1 %

6 5 %

4 .6 %

82%

3.1%

70%

3 .5 %

6 6 %

4 .3 %

6 1 %

4 .5 %

60%

Re t a in e d t o  C o m  E q

Al l  D i v ' d s  t o  Ne t  Pr o f

4 .0 %

61%

v i d e s  e n e r g y  r e l a t e d  p r o d u c t s  i n  t h e  D . C .  m e t r o  a r e a ,  W a s h .  G a s

E n e r g y  S y s .  d e s i g n s / i n s t a l l s  c o m m ' l  h e a t i n g ,  v e n t i l a t i n g ,  a n d  a i r

c o r d .  s y s t e m s .  A m e r i c a n  C e n t u r y  I n v .  o w n  8 . 2 %  o f  c o m m o n  s t o c k ,

O f f . l d i r .  l e s s  t h a n  1 %  ( 1 1 0 8  p r o xy ) ,  C h r m n .  &  C E O :  J . H .  D e G r a f f e n -

r e i d t .  I n c . :  D . C .  a n d  V A .  A d d r . :  1 1 0 0  H  S t . ,  N . W . ,  W a s h i n g t o n ,  D . C .

2 0 0 8 0 .  T e l . :  2 0 2 - 6 2 4 - 6 4 1 0 .  i n t e r n e t :  w w w . w g l h o l d i n g s . c o r n .

B U S I N E S S :  W G L H o l d i n g s ,  I n c .  i s  t h e  p a r e n t  o f  W a s h i n g t o n  G a s

L i g h t ,  a  n a t u r a l  g a s  d i s t r i b u t o r  i n  W a s h i n g t o n ,  D . C .  a n d  a d j a c e n t

a r e a s  o f  V A  a n d  M D  t o  r e s i d e n t ' I  a n d  c o m m ' l  u s e r s  ( 1 , 0 4 6 , 2 0 1

m e t e r s ) ,  H a m p s h i r e  G a s ,  a  f e d e r a l l y  r e g u l a t e d  s u b . ,  o p e r a t e s  a n

u n d e r g r o u n d  g a s - s t o r a g e  f a c i l i t y  i n  W V .  N o n - r e g u l a t e d  s u b s . :

W a s h .  G a s  E n e r g y  S v g s .  s e l l s  a n d  d e l i v e r s  n a t u r a l  g a s  a n d  p r o -

WGL Holdings performed well in
cal 2008 (en ed September 30th).

Hs-
New

rates, higher consumption, and customer
growth contributed to the annual top-line
increase of almost 18%. Meanwhile, the in-
itiation of regulatory mechanisms like the
weather normalization adjustment (WMA)
minimized usage volatility. And margins
widened due to the successful expansion of
the "asset optimization" program. The
retail energy segment did not fare as well.
This reflects lower margins from electric
sales. partially offset by slightly higher
margins for natural gas sales. Weakness
here stemmed from milder weather and
the loss of certain government and large
commercial accounts. However, on bal-
ance, WGLls earnings per share advanced
11%. Next up,
We look for December-period results
to be little changed compared to last
year. Aggregate electric and gas customer
accounts declined in the most recent
quarter, due to the extended run-up in
natural gas and electric prices from Febru-
ary through June. That caused WGL to
halt its mass market customer acquisition
efforts. However, as the company begins

fiscal 2009, lower energy prices have al-
lowed it to resume those efforts. It may
take some time for these programs to pick
up steam, consequently, WGL will likely
experience growth in electricity sales, but
natural gas volumes will probably contin-
ue to decline, as the last of the lost govern-
ment accounts roll off its books. However,
The company should still register a
modest 3% earnings increase for fiscal
2009. The utility segment should benefit
from an estimated 9,500 new accounts, as
well as higher contributions from its ex-
panded asset management strategy. Mean-
while, the retail energy business may get a
boost from stronger gross margins on nat-
ural gas sales. Also, rate case approvals
and capital projects augur well for WGL's
prospects. However, a likely decline in
usage compared to last year's unusually
high levels could be an offset.
These neutrally ranked shares may
appeal to conservative income-
oriented accounts. Indeed, this is evi-
dent in their good dividend yield, strong
Safety rank (1), solid financial strength
(A), and top mark for Price Stability (100) .
Eryan Fong December12, 2008

2 9 . 4
2 1 . 0

Target Price Range
2011 2013

80

60
50
40

30
25
20

15

1 0

__7.5

Hiiiiiiiii
Hlll
HIII III

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  St a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

1 0 0
( A)  F i s c a l  y e a r s  e n d  Se p t .  3 0 t h . m a y  n o t  s u m  t o  t o t a l ,  d u e  t o  c h a n g e  i n  s h a r e s v e s t me n t  p l a n  a v a i l a b l e .
( B )  B a s e d  o n  d i l u t e d  s h a r e s ,  E x c l u d e s  n o n - o u t s t a n d i n g .  Ne xt  e a r n i n g s  r e p o r t  d u e  l a t e  J a n , ( D )  In c l u d e s  d e f e r r e d  c h a r g e s  a n d  i n t a n g i b l e s .
r e c u r r i n g  l o s s e s :  ' 0 1 ,  ( 1 3 ¢ ) ,  ' 0 2 ,  ( 3 4 ¢ ) ,  ' 0 7 ,  ( 4 ¢ ) ( C )  D i v i d e n d s  h i s t o r i c a l l y  p a i d  e a r l y  F e b r u a r y , ' 0 7 :  $ 3 2 2 . 2  m i l l i o n ,  S6 . 5 1 l s h .
d i s c o n t i n u e d  o p e r a t i o n s :  ' 0 6 ,  ( 1 5 ¢ ) .  Q t l y  e g g . M a y ,  A u g u s t ,  a n d  N o v e m b e r .  l  D i v i d e n d  r e i n - ( E)  l n  m i l l i o n s ,  a d j u s t e d  f o r  s t o c k  s p l i t .
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AMERICAN Si's WTR CO (NYSE)
AWR v-0.63 (4.93%) Vol. 23,407

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of
water. The company alsodistributes electricity in some communities. In the customs service areas for both water
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission.

31.93 11:35 ET

G e n e r a l i n f o r m a t i o n
A M E R  S T A T E S  W T R
630 East  Foothi l l  Boulevard
San Dimers,  CA 91773-1212
Phone:  909 394-3600
Fax:  909 394-0711
W eb: g s w a t e n c o m
Email ;  investor info@aswater.com

Indust ry

Sector:

UNTIL-WATER
S PLY
Utilities

Fiscal Year End
Last  Reported Quarter
Next  EPS Date

D e c e m b e r
12/31 /08
0 3 / 0 5 / 2 0 0 9

P r i c e  a n d  V o l u m e  i n f o r m a t i o n

in [RRR J 3 U-Day C Los ins Pr $ce5
Zacks Rank

Yesterday 's  Close

52 Week High

52 Week  Low

Beta

20 Day Moving Average

Target  Price Consensus

3 2 . 5 6

4 2 . 0 0

2 7 . 0 0

0 . 5 9

149,381 . 09

3 8 , 6 7
64
at IE|

% Pr ice Change

4 W eek

12 Week

Y T D

0 . 9 9

8 . 3 2

- 1 . 2 7

3 . 7 5

21 .24

4 . 2 5

1 7 . 2 9

Share Information
Shares  Outs tanding
(mil l ions)
Market  Capital izat ion
(mil l ions)

Short  Rat io

Last Split  Date

5 6 2 . 9 3

3 . 3 5

0 6 / 1 0 / 2 0 0 2

~s s . o
$ 4 . 5
so. o
8 8 . 5
as. o

_\/33:
a 1 . s
so. o
3 0 . 5
3 1 . 0

1 2 - 2 2 - a 8 0 1 - 2 1 - 0 9

% Price Change Relative to S&P 500

4 Week

12 Week

Y T D

Dividend Information

Div idend Yield

Annual D iv idend

Payout  Rat io

Las t  D iv idend Payout /  Amount

Change in Payout  Rat io

3 . 0 7 %

$1 .00

0 . 0 0

0 . 0 0

1 1 / 0 7 / 2 0 0 8  /  $ 0 2 5

E P S  I n f o r m a t i o n

Current  Quarter EPS Consensus Est imate

Current  Year EPS Consensus Est imate

Est imated Long-Term EPS Growth Rate

Next  EPS Report  Date

0 . 4 1

1 .54

1 2 . 0 0

0 3 / 0 5 / 2 0 0 9

C o n s e n s u s  R e c o m m e n d a t i o n s

Current  (1=Strong Buy,  5=Strong Sell)

30 Days  Ago

60 Days  Ago

90 Days  Ago

1 . 5 0

1 . 5 0

2 . 0 0

2 . 0 0

Sales Growth

F u n d a m e n t a l  R a t i o s

PI E

Current  FY Est imate:

Trail ing 12 Months:

PEG Rat io

EPS Gr o wth

18. 37  v s .  P rev ious  Year

20. 61  v s .  Prev ious  Quar t e r

1 . 5 3

~11 .KG% vs. Previous Year

~27.78% vs .  Prev ious  Quarter :

1 2 . 4 2 %

6.  16%

R O E R O APr ic e  R at ios

Price/Book 1 . 81 12/31/08 12/31/08

http://www.zacks.com/research/print.php?type=report8ct=AWR

A

1/22/2009
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Price/Cash Flow

Price I Sales

10.10 09/30/08

06/30/G8

8.97

9.33

09/30/08

06/30/08

Current Ratio Quick Ratio Operating Margin

12/31/08

09/30/08

06/30/08

0,57

0.59

12/31/08

09/30/08

06/30/08

0.55

0.57

12/31/08

09/30/08

06/30/08

Net Margin Pre-Tax Margin Book Value

12/31/08

09/30/08

06130/08

14.27

16.35

12/31/08

09/30/08

06/30/08

14.27

16.35

12/31/08

09/30/08

06/30/08

Inventory Turnover Debt-to-Equity Debt to Captial

12/31/08

Q9/30/08

06/30/08

59.72

59.45

12131/08

09/30/08

06/30/08

0.86

0.86

12/31/08

09/30/08

06/30/08

http://www.zacks.com/research/print.php'?type=report&t=AWR 1/22/2009
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General Information
CALIF WATER SVC
1720 North First Street
San Jose, CA 95112
Phone: 408 367-8200
Fax: 408437-9185
Web: .mlwatergroup.wm
Email: klichtenberg@calwater.com

CWT . . 41244 v-0.94 (-2.22%) Vol. 121,991

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for tire protection. It also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
services.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry

Sector:

C A L I F O R N I A WTR S V C  G R O U P  ( N Y S E )

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
12/31 /08
02/25/2009

UnTiL-WATER
SPLY
Utilities

42.38

48.28

27.68

0.63

289,643.44

44

Ffawen Ratings. i?esea»r::n&Recwnmendaffnns
Zacks.com Quotes and Research

A. ZACKS
??'iV2:I*ETlMf:Nt tzssamncu

[CUT] 30-04:4 Closing Prices

I

47.0

45:0

4510

44.0

43.0

42.0

4110

Page 1 off

11240 ET

01-zo-ne.

% Price Change

4 Week

12 Week

YTD

-5.27

30.68

-8.72

-2.69

46.28

-2.06

20.72

12-22-08

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

2.76%
$1 . 17
0.00
0.00

10/30/2008 I $0.29

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

877.99

2.22

01/26/1998

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0,39

1 .92

8.40

02/25/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.86

2.00

2.00

1.67

EPS Growth Sales Growth

Fundamental Ratios

PIE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

20.61 vs. Previous Year

22.78 vs. Previous Quarter

2.45

58.21 % vs. Previous Year

120.83% vs. Previous Quarter:

15.68%
24.74%

http://www.zacks.com/research/print.php?type=report&t=CWT 1/22/2009
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Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

2.19

15.39

12/31/08

09/30/08

06/30/08

9.99

7.95

12/31 /08

09/30/08

06/30/08

Current Ratio Quick Ratio Operating Margin

12/31/08

09/30/08

G6/30/G8

0.57

0.61

12/31/08

09/30/08

06/30/08

0.54

0.57

12/31/08

09/30/08

06/30/08

Net Margin Pre-Tax Margin Book Value

t2131/08

09/30/08

06/30/08

12/31/02

09/30/08

06/30/08

12/31/08

09/30/08

06/30/08

[nyerltgry Turnover Debt~to~Equity Debt toCaptial

12/31/08

09/30/08

06/30/08

12131/08

09/30/08

06/30/08

0.72

0.75

12/31 /08

09/30/08

06/30/08

http://www.zacks.com/research/print.php'?type=report&t=CWT 1/22/2009
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AQUA AM ERICA INC  (nosE)

W VR 19,26 -0.38 (-1 .93%)

Aqua America is the largest publicly-traded U.S.-based water utility sewing residents In Pennsylvania, Ohio, Illinois,
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its
history, which spans more than 100 years.

Vol. 318.219 1'1'1JE1'

General Information
AQUA AMER INC
762 W Lancaster Avenue
Bryn Mawr, PA 19010-3489
Phone. 610 527-8000
Fax. 610-545-1061
Web. www.suburbanwater.com
Emani. ir.aquaamerica.com

Industry

Sector.

UNTIL-WATER
SPLY
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31/G8
02/25/2009

Price and Vnium , in f ormat ion

[HTR J 30-D99 C Los in Pr-:ces

. `1
'x

Zacks Rank

Yesterday,/'s Close

52 Week H oh

52 Week Low

Beta

20 Day Moy ng Average

Target Pr Ce Consensus

19.64

22.00

1220

0 20

768,482.19

21 .92

M A

2 1 . 5

2 1 . 0

2 0 . 5

2 0 . 0

1 9 . 5

1 9 . o

-1 65

18.03

-461

1.03

32.11

3.31

% Price Change

4 Week

12 Week

YTD

Share information
Shares Outstand ng
(ml ons)
Market Capitahzat3on
(miiiioras)

Short Ratio

Last Spot Date

.12-22-08 01-21-09

% Price Change Relative to S8=P 500

4 Week

12 Week

YTD

Dividend Information

134.86 Div end Yleld

Annual D vided

2,648.65 Payout Ratio

7.22 Change In Payout Ratio

12/02/2005 Last Dividend Payout l Amount

2.75%

S0 54

0.00

0.00

11/13/2008 / $0.14

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Eslrmate

Est mated Long-Term EPS Growth Rate

Next EPS Report Date

Sonsensus Recommendat ions

0 20 Current (1=Strong Buy, 5= strong Se I)

0.74 30 Days Ago

8 00 60 Days Ago

02 25/2009 90 Days Ago

2.22

2.22

1.78

1.78

EPS Growth Sales Growth

23.24 vs. Previous Year

46.90 vs. Pre/lous Quarler

2 91

18 18 /J vs. Previous Year

52.94% vs. Prey Aus Q pearler.

7.01"

17.48°

Fundamental Ratios

PIE

blur Er t FY Eat mate:

Trail lg 12 Monika*

PEG Rat O

Price Ratios ROE ROA

http: /www.zacks.com research/print.php?type=repoI1&t WTR 1/22/2009
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Price/Book

Price/Cash Flow

Price / Sales

2.58 12/31/08

14.30 09/30/08

- 08/30/08

- 12/31/08

9.70 09/30/08

9.26 06/30/08

2.96

2.84

Current Ratio Quick Ratio Operating Margin

12/31/08

09/30/08

06/30/08

- 12/31/08

0.59 09/30/08

0.73 06130/08

- 12/31/08

0.54 09130/08

0.67 06/30/08

15.77
15.10

Net Margin Pre-Tax Margin Book Value

12/3?/08

09/30/08

06/30/08

- 12/31/08

25.94 09/30/08

2480 06/30/08

- 12131/08

25.94 09/30/08

24.80 06/30/08

7.62

7.65

Inventory Turnover Debt-to-Equity Debt to Captial

12/31/08

09/30/08

06/30/08

_ 12/31/08

0.00 09/30/08

0.00 06/30/08

_ 12/31 /08

t.18 09/30/08

1.19 06/30/08

54.14

54.30

http://www.zacks.com/research/print.php?type=repo11&t=WTR 1/22/2009
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A G L  R E S  I N C  ( N Y S E )
mu -u-

AT G -0.69 ( -2.21%)

AGL Resources principal business is the distribut ion of  natural gas to customers in central,  northwest,  northeast and
southeast  Georgia and the Chattanooga, Tennessee area through its  natural gas dist r ibut ion subsidiary.  AGL's
major service area is the ten county metropolitan At lanta area.

'so 4 7 Vo l .  119 . 455 12r/x T

G e n e r a l  I n f o r m a t i o n
A G L  R E S O U R C E S
Ten Peachtree P ace NE
At anta,  GA 30309
Phone' 404 584-4000
F a x  4 0 4 5 8 4 - 3 9 4 5
W eb: ag l resources  com
Emmi scave@aglresources .com

Indust ry
Secturz

U T I L  G A S  D I S T R
Ut i l i t ies

FlscaI  Year End
Last  Reported Quarter
Next  EPS Date

D e c e m b e r
12/31 /08
0 2 / 0 5 / 2 0 0 9

P r i c e  A n a !  V o l u m e  i n f o r m a t i o n

[RTGJ 30-D419 Closing Pr ices
Zacks Rank

Yesterday 's  Close

52 Week High

54 Week  Low

Beta

20 Day Mov rag Average

Target  Price Consensus

31 . 16

3 9 . 1 3

2 4 . 0 2

0 . 3 2

3 5 3 , 9 8 5  5 6

3 6  1 7

6 . 6 0

1 3 . 5 2

- 0 , 6 1

9  51

2 7 . 0 6

6 . 1 5

% Pr i c e  C hange

4 W eek

12 Week

Y T D

Share I n f o r m a t i o n
Shares Outstand ng
(vI I I  ons)
Market Capitalizat ion
(mil ions)

Short  Rat io

Last Splat Date

3210

31.5

21.0

so.s

30. 0

29.5

29.0

12-22-08 u1-21-u9'

% Price Change Relat ive to S8=P 500

4 Week

12 Week

YT D

Dividend Information

76 . 78  D i v i dend  Y ie l d

Annua l  D  v ided

2 , 3 9 2  4 6  P a y o u t  R a t i o

2 . 98  C hange in  Pay out  R at io

1 2 / 0 4 / 1 9 9 5  L a s t  D i v i d e n d  P a y o u t  A m o u n t

5  3 9 %

$1 .68

0 . 0 0

0 . 0 0

1 1 / 1 2 / 2 0 0 8  /  $ 0  4 2

EPS En f o rm a t i o ra

Current  Quarter EPS Consensus Est  mate

Current  Year EPS Consensus Est  mate

Est lmated Long~Term EPS Growth Rate

Next  EPS Report  Date

0  9 7

2  7 9

4 . 3 0

0 2 / 0 5 / 2 0 0 9

C o n s e n s u s  R e c o m m e n d a t i o n s

Current  (1=Strong Buy,  5"St rong Sel l)

30 Days Ago

60 Days Ago

90 Days Ago

2 . 1 7

2 . 0 0

2 . 1 4

2 . 1 4

E P S  G r o w t h Sales G r o w t h

11 . 22  v s .  P rev ious  Year

11. 98  v s .  Prev lous  Quar t e r

2  64

6 4 , 7 / % v s .  P r e v i o u s  Y e a r

-6 . 67% v s .  P rev ious  Quar t e r

4 6 . 0 7

2 1 . 4 0

R O E ROA

F w x d a m e  t a i  R a t i o s

PI E

Currer i  FY Est imate:

Trai irlg 12 Months.

PEG Rat Q

Pr ic e  R at ios

Price Book 1 . 3 9  1 2 / 3 1 / 0 8 12/31/08

https/ www.zacks.com/research/print.php'?type=report&t-ATG
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Price/Cash Flow

Price / Sales

11.74 09/30/08

11.42 06/30/08

3.13

3.08

Current Ratio Operating Margin

12/3?/08

09/30/08

05/30/08

5.72 09/30/08

- 06/30/08

Quick Ratio

_ 12/31/08

1 .06 09/30/08

1 .03 06/30/08

_ 12/31/08

0.62 09/30/08

0.67 06/30/08

7.44

7.61

Net Margin Pre-Tax Margin Book Value

12/31/08

09/30/08

06/30/08

.. 12/31/08

12.43 09/30/08

9.96 06/30/08

_ 12/31/08

12.43 09/30/08

9.96 06/30/08

22.49

22.03

!inventory Turnover Debt-to-Equity Debt to Captial

12/31/08

09/30/08

06/30/08

_ 12/31/08

2.60 09/30/08

2.60 06/30/08

. 12/31/08

0.97 09/30/08

0.97 06/30/08

49.71

49.78

http://www.zacks.com/research/print.php?type=repor1&t=ATG 1/22/2009
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AT M OS ENER G Y  C OR P (nosE)

(-2.69%)

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina
The Company also transports natural gas for others through its distribution system

Va!. 175.4345 12:97 T

General information
ATMOS ENERGY CP
Three Lincoln Centre 5430 Lbj Freeway
Suite 1800
Dalian. TX 75240
Phone: 972-934-9227
Fax: 972-855-3040
Web: www.atmosenergy.com
Email: lnvestorRelations@atmosenergy.com

Sndustry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31 /08
02/03/2009

Price and Volume irafnrmaticm

Zacks Rank

Yesterday's Close

52 Week High

52 Week L<3w

[RTD] 30-D99 C1osin9 Pr- ices

20 Day Moving Average

Target Price Consensus

390,904.50

% Price Change

4 Week

12 Week

3.65
4.82
1.81

Share Information
Shares Outstanding
(miiiions)
Market Capitalization
(millions)

Short Ratio

Last Spiit Date

12-22-0S

7°Price Change Relative to S8¢P 500
4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

2,209.27 Payout Ratio

Change in Payout Ratio

05/17/1994 Last Dividend Payout / Amount 11/21/2008 / $0.33

EPS lnfermation

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.80

2 0 9

5.50

02/03/2009

Consensus  Recommendat ions

Current (1=Strong Buy, 5=Stror:g Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental l2at§os

EPS Growth Sales Growth

150,00% vs. Previous Year

128.57% vs. Previous Quarter

Current FY Qstimate

Trailing 12 Months

PEG Ratio

11.57 vs. Previous Year

12.00 vs. Previous Quarter

43.77%
12,11%

http://www.zacks.com/research/print.php'?type=report&t=ATO 1/22/2009
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Price Ratios ROE ROA

Prim/Book

Price/Cash F!c>w

Price / Sales

1 .07 12/31/08

5.74 09/30/08

- 06/30/08

_ 12/31/08

8.67 09/30!08

8.50 06/30/08

2.82

2.79

Current Ratio Quick Ratio OperatingMargin

12/31/08

09/30/08

06/30/08

- 12/31/08

1 .06 09/30/08

1 .20 06/30/08

- 12/31/08

0.59 09/30/08

0.71 06/30/08

2.50

2.58

Net Margin Pre-Tax Margin Book Value

12131/08

09/30/08

06/30/08

- 12/31/08

4.05 09/30/08

3.92 06/30/08

- 12/31/08

4.05 09/30/08

3.92 06/30/08

22.65

23.34

Inventory Turnover Debt-to-Equity Debt toCaptial

12/31/08

09/30/08

06/30/08

- 12/31/08

11 .06 09/30/08

10,64 05130108

- 12/31/08

1 .03 09/30/08

1 .01 06/30/08

50.81

50.17

http://www.zacks.com/research/print.php?type=repo11&t=ATO 1/22/2009
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LACLEDE GROUP INC (NYSE)

(-1.20%)

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis,
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St.
Francois. Ste, Genevieve. iron. Madison and Butler Counties. all in Missouri.

4188 --0.51 Vol 185.863 13-s ET

General information
LACLEDE GRP INC
720 Olive Street
St. Lou s, MO 63101
Phone: 314-342-0500
Fax: 314-421-1979
Web vwvw.thelacledegroup.com
Email. mkulIman@Iacledegas.com

Industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31 /08
01/22/2009

Price and Vsiume Informatics

[LG] 80-Dag C Los ins Pr* ices .49-0

48:0

47.0

46:0

4-5:0

\

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Esta

20 Day Mov ng Ave age

Target Pr Ce Consensus

42.39

55.81

32.50

O 11

221,322 80

, 's
I 44.0
\ s

43:0

42.0

~3.59

-12.38

-9 50

-0.96

-1.93

-0.33

% Price Change

4 Week

12 Week

YTD

Share Information
Shares Outstanding
(m Iiions)
Market C¢1pit¢l cation
(mil ons)

Short Ratio

Last Split Date

12-22-08 71-21-09

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

22.13 Dividend Yield

Annual Dividend

937.92 Payout Ratio

5.20 Change in Payout Ramo

03/08/1994 Last Dividend Payout / Amount

3 63%

$1 .54

0.00

0.00

12/09/2008 / $0 38

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Est mate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations

1 02 Current (1=Strong Buy, 5=Strong Sell)

2 37 30 Days Ago

10 00 60 Days Ago

01/22 2009 90 Days Ago

3.67

3.67

3.57

3.67

EPS Growth Sales Growth

Fundamental Ratios

PIE

C Trent FY Est mate:

Trai mg 12 Montfws

PEG Rat o

17.89 vs. Previous Year

16.06 vs. Previous Quarter

1.79

566 67% vs. Previous Year

433.33% vs. Previous Quarter.

39.76'V

_10.62

ROE ROAPrice Ratios

Price 800k 1.91 123  08 12 31 08

http:/ www.zacks.com/research/print.php?type=report&t'LG 1/22/2009
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Price/Cash Flow

Price / Sales

9.86 09/30/08

... 06/30/08

12.04 09/30/08

13.24 06/30/08

3.35

3.65

Current Ratio Quick Ratio Operating Margin

12/31/08

09/30/08

06/30/08

- 12/31/08

1 ,17 09/30/08

1 .32 06/30/08

_ 12/31/08

0.69 09/30/08

0.98 06/30/08

2.53

2.86

Net Margin Pre~Tax Margin Book Value

12/31/08

09/30/08

06/30/08

- 12/31/08

3.79 09/30/08

4.21 D6/30/08

_ 12/31/08

3.79 09/30/08

4.21 06/30/08

22.14

22.13

Inventory Turnover Debt-to-Equity Debt to Gaptial

12/31/08

09/30/08

06/30/08

- 12/31/08

5.73 09/30/08

14. 15 06/30/08

_ 12/31/08

0.80 09/30/08

0,64 06/30/08

44.42

39.01

http://www.zacks.com/research/print.php?type=report&t=LG 1/22/2009
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Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Sector:

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas 8. related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrialcustomers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

General Information
NJ RESOURCES
1415 Wyckoff Road
Wall, NJ 07719
Phone: 732~938~1489
Fax: 782938~3154
Web: www.njresources.com
Email; investcont@njresources.com

Price and Volume Information

NJR

NEW JERSEY RES (NYSE)

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

38.20

September
12/31 /08
02/04/2009

UTIL-GAS DISTFI
Utilities

37,75
41 .fs
21.90

0.15

343,188.75

39.5

A 0.45

Proven Ratings Research xWecommendaflons
Zacks.com Quotes and Research

4 ZACKS

(1.19%)

li*é*4f Lr =; ;f M51. *Sr g;;¥.;S ws. £894i

1é-22-0a

[PER J $0°Da~4 C Los in Pr ices

Vol. 251,043

...~.~
` l 3
.A

0n-2f-oe

s 1 . o
86: 5

8 8 . 0

40. o
2915

3 9 . o
88: 5

s a . o
37¢5

Page 1 of 2

1 3 259 ET

% Price Change
4 Week

12 Week
YTD

3.99
11 .52

-4.07

% Price Change Relative to sa.p 500
4 Week

12 Week

YTD

6.83

24.83

3.33

Dividend InformationShare information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

42.12 Dividend Yield
Annual Dividend

1,590,07 Payout Ratio

451 Change in Payout Ratio

03/04/2008 Last Dividend Payout / Amount

3.28%

$1 .24

0.00

0.00
12/11/2008 I $0.31

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0_85

2.35
7.70

02/04/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.67

1.67

2.33

2.33

Fundamental Ratios

P/E
Current FY Estimate:

Trailing 12Months:

PEG Ratio

EPS Growth

16.08 vs. Previous Year

16.88 vs. Previous Quarter

2.10

Sales Growth

-6.35% vs. Previous Year

-290.00% vs. Previous Quarter:

88.43%

. 17.33%

http ://www.zacks.com/research/print.php ?type=report&t=NJR 1/22 /2009
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RDE ROAPrice Raisins

Price/Book

Price/Cash Flow

Price .»' Sales

2,18 12/31/08

11 .91 09/30/08

.. 06/30/08

. 12/31/08

13.77 09/30/08

14.36 06/30/08

3.74

3.94

Current Ratio Quick Ratio Operating Margin

12/31/08

09/30/08

0f3/30/08

- 12/31/08

1 .24 09/30/08

1 .15 06/30/08

- 12/31/08

0.70 09/30/08

0,79 06/30/08

2.46

2.65

Net Margin Pre-Tax Margin Book Value

12/31 /OB

09/30/08

06/30/08

- 12/31/08

4.72 09/30/08

-0.40 06/30/08

- 12/31 /08

4.72 09/30/08

~0.40 06/30108

17.29

15.69

Inventory Turnover Debt-to-Equity Debt to Captial

12/31/08

09/30/08

06/30/08

.. 1213 X /08

8. 77 09/30/08

8.90 06i30/08

- 12/31/08

0.63 09/30/08

0.73 06,/30/08

38.50

42.27
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Z a c k s . c o m  Q u o t e s  a n d  R e s e a r c h

z Et

NICOR INC Scotfrilde

GAS

(NYSE)

3 28 v »0.03 (-(3.09%) Vol. 349 679

Nicor  Inc .  is  a  ho ld ing  company and  is  a  member  o f  t he S tand ard  &  Poor ' s  500 Ind ex .  I t s  pr imary bus iness  is  rancor
G as ,  one o f  t he  nat ion ' s  la rg es t  nat ura l g as  d is t r ibu t ion  companies .  N icor  owns  T rop ica l Sh ipp ing ,  a  cont a iner ized
s h ipp ing  bus ines s  s e r ving  t he  Car ibbean  r eg ion  and  t he  B aham as  In  ad d i t ion ,  t he  c om pany owns  and  has  an  eq u i t y
in t eres t  in  severa l energ y- re la t ed  bus inesses .

General Informatm *1
N COR INC
1844 Ferry Ro¢d
Ndperv Ile IL 60565 9600
Phone. S50 '305 9500
Fix: 630 983 9528
Web: www.nicor.com
Emil : Note

Ind us t r y
Sec t or

UT L GAS DISTFI
Ur It es

F p s  d  Y e a  E :  d
Las t  Repor t ed  Q uar t e r
Nex t  E P S  D  T e

December
12 31 08
02 13 2009

Price and Vlume Inform'<zs<Jn

[GRSJ $0-D49 Closing Prices

\

I

X

Zap,ks Hank

Y es t e r d ays  C los e

52  Week  H ig h

5 2  W e e k  L o w

B e t a

K J  Day M ou lr le  A ve r ag e

Target Price .,:»JI'3..»&l'SLJS

33 31

51 91:1

31 .95

0 37

547,233.25

6

I 3

.  P r i c e  C h a n g e

4  W e e k

1 2  W e e k

- 3 , 1 1

- . 42 91

- 4 . 1 2

-0 47

-13.71

2 76

Share Information

Shares Om tareding
(m Hom,

Market Cdpi a sat on
(m ll ons

Short Rama

Las Spit Data

35.5

3510

34.5

34:0

33.5

33. u

32:5

32.0

12-22-08 01-21-09

.  P r i c e  C h a n g e  R e la t i ve  t o  S & P  5 0 0

4  W e e k

1 8  W e e k

Y T D

D i v i d e n d I n fo rmat i o n

4 5 . 1 9  D  vx d e n d  Y i e  d

Annual D v d emo

1  5 0 5 . 3 1 Payout  R~z o

5  7 5  C h a n g e  n  P a y o u t  R a t i o

0 4  2 7  1 9 9 3  L ¢ 5 t  D  v l d p r d  P a y o u t  A m o u n t

5 58

$1 86

0 00

0 00

12 29 2008 $0 47

EPS Informatics I
Curred t Quarter EPS Corsensu.. Est mate

Current Year EPS Coarsens is Estimate

Est rated Long Term EPS Growth Rate

Next EPS Report Date

t entrE Rzr'§u~°s

Consensus Recomme~:da§io¢.
0.68 Current (1 Strong Buy 5-Strof g Se! I

2.26 JO Days Ago

650 so D=4ys Ago

02 13 2009 90 D¢ys Ago

3 . 4 0

3 . 4 0

3 . 4 0

3 . 4 0

E P S  G r o w t h S a l e s  G r o w t h

- 9 0 . 6 3 ° vs  P r o v J u s  Y e a r

- 9 5 . 3 1 ° v s  P r e ' o u  Q u < 4 r  r

1 3 . 0 9  v s  P r e / o u s  Y e a r

11. 90 vs  P rov ~JUS O u¢1r t  r
2 . 0 1

20 56°
-37 08 J

ROE R O A

Curran FY E*li rate'

Ra re 1.2 Mot s

PEG F( J

Pr ice Ratios

Pr e Boo? 1 5 8 1 2 3 T  0 8 12 31 08
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Price/Cash Flow

Price / Sales

4 77 09;'3G,»"{}8
- 8653 O908

1  a s  0 9 / 3 0 / 0 8

1473 06/30/08

2.87

3.25

Current Ratio Quick Ratio Operating Margin

12/31/08

09/3G!D8

06/30/08

.  12/31/08

0.76 09/30/08

0.80 06/30/08

.. 12/31/08

0.56 09/30/08

0.75 06/30/08

3.48

3.92

Net Margin Pre-Tax Margin Book Value

12/31/08

09/30/08

06/30/08

_ 12/31 /08

4.80 09/30/08

5.27 06/30/08

- 12/31/08

4.80 09/30/08

5.27 06/30/08

21.15
21.81

Inventory Turnover Debt-to-Equity Debt to Captial

12/31 /08

09/30/08

06/30/98

.. 12/3 t /08

23.38 09/30/08

24.1 1 05/30/08

- 12131 /08

0.47 09/30/08

0.38 06/30/08

31 .92

27.46

http://www.zacks .com/research/print.php ?type=report&t=GAS 1/22/2009
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Fiscal Year End
Last Reported Quarter
Next EPS Date

industry
Sector:

General information
NOFITHWEST NAT G
220 NW Second Avenue
Portland, OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web; www.nwnatural.com
Email: Bob.Hess@nwnatural.com

NWN v~0,IE9 (-0.45%) Vol. 87,654

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

mol=&ll?lwEsT NAT GAS CO lnvss)

Pried and Volume lrsformaiion

42.08

December
12/31 /08
02/12/2009

UTIL-GAS DISTR
Utilities

»»-_au-» navssmsnv RESEARCH
FwuenRatings Huynh&manzmndwans

Zacks.coln Quotes and Research

* AC KS

[MUN J 30-Dag C Los in! Pr lees

Page 1 of 2

14:01 ET

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

422
42.27

78.55
36.61

035
164,591 .00

52.25
,. <

I'

4 s . s

4s .o

4 4 . s

4 4 . 1

4 a . s

4s .o

4 2 . 5

42 .o

4 1 . s

12-22-08

% Price Change Relative to ss.p 500

4 Week

12 Week

YTD

0i-21-09

% Price Change

4Week

12 Week

YTD

~3.84

.. 14.59

-4.43

-1.22

-4.40

3.90

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

26.43 Dividend Yield

Annual Dividend

1,117.41 Payout Ratio

8.03 Change in Payout Ratio

09/09/1998 Last Dividend Payout / Amount

3.74%

$1 .58
0.00

0.00
10!29/2008 / $0.40

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Role

Next EPS Report Date

1 .21

2,53

6.80

02/12/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

80 Days Ago

60 Days Ago

90 Days Ago

2.00

2.00

t .50

1 .80

EPS Growth

15.57 vs. Previous Year

16.98 vs. Previous Quarter

2.31

Sales Growth

-72.73% vs. Previous Year

-416.87% vs. Previous Quarter:

-13 .71 %

-42.64%

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www. zacks.com/research/print.php ?type=report&t=NWN 1/22/2009
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Price/Book

Price/Cash Flow

Price / Sales

1 ,85

7,83

12/3 i /08

09/30/08

0680!08

12/31 /OB

10.77 09/30/08

11 .55 06/30/08

Current Ratio Quick Ratio OperatingMargin

12/31 /08

09/30/'08

06/30/08

0.69

0.65

12/swan8

09/30/08

06/30/08

12/31/08

0.44 09/30/08

0.49 06/30/08

Net Margin Pre-Tax Margin Book Value

12/31/08

09/30/08

06/30/08

10.30

10.81

12/31/08

09/30/08

06/30/08

12/31/08

10.30 09/30/08

10.81 06!30/08

Inventory Turnover Debt~to-Equity Debt to Captial

12/31/08

6gjg0/08

06/30/08

9,67

10.39

1281/08

09/30/08

06/30/08

12131/08

0.85 G9/30/G8

0.82 06/30/G8

http://www.zacks.com/research/print.php?type=repo11&t=NWN 1/22/2009



Zacks.com

i
8 PNY Vol. 309,938

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

Fiscal Year End
Last Reported Quarter
Next EPS Date

General information
PIEDMONT NAT GA
4720 Piedmont Row Drive
Charlotte, NC 28210
Phone: 704 364-3120
Fax: 704-365~-849
Web; www.piedmontng.com
Email: investorrelations@ piedmontng.com

industry
Sector:

Price and Volume information

P I E D M O N T  N AT  G AS  I N C  ( n e s s )

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

25.86

October
10/81 /08
03/10/2009

UTIL-GAS DISTR
Utilities

34
25_74

35.29
20.52

0.05

443,612.56

31 .67

43.12

Proven Hsiings, Research8.~ Rwvntmendations
Zacks.com Quotes andResearch

A

(0.47%)

3NVi: EST' #ii HI" QA RC ?4
ZAC KS

1 2 2 - as

r " "
[PAY]  $0-009 C lo s in g  Pr ic e s

29. o

30. n

3140

83 . 0

s o . a

Scotfradr.

Page l of 2

14 : 01  E T

% Price Change
4Week

12 Week
YTD

~16.40
-19.59

-18.72

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

- 1 4 . t 2

-9.99

-8.55

Dividend InformationShare information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

73.35 Dividend Yield
Annual Dividend

1,888.13 Payout Ratio

6.78 Change in Payout Ratio
1 1 Fm /2004 Last Dividend Payout / Amount

4.04%
$1 .04

0.00

0.00
12/23/2008 I $0.26

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Date

1.12

1 .62
25.90

03/10/2009

Consensus Recommendations
Current (1=SIrong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.67

2.67

2.60

2.60

EPS Growth Sales Growth

Furadamentai ¥§'atios
P/E
Current FY Estimate:

Trailing12 Months:
PEGRatio

15.86 vs. Previous Year

16.89 vs. Previous Quarter

0.61

16.67% vs. Previous Year
-115.15% vs. Previous Quarter:

12.13%
.12.11%

http://www.zacks.com/research/print.php'?type=repo1t&t=PNY
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Price Ratios

Price/Eook

Price/Cash Flow

Price / Sales

ROE ROA

2. 13 10/31 /08

9.08 07/31/08
0,90 04!30/08

11.95 10131/08

12.52 07/31 /08

12.43 04/30/08

3.67

3.93

3.94

Current Ratio Quick Ratio Operating Margin
10/31/08

07/31/08

04/30/08

0.88 10/31/08

1 .00 07/31/08

1 .19 04/30/08

0.59 10/31/08

0.66 07/31/08

0,86 04/30/08

5.27

5.59

5.89

Net Margin Pre-Tax Margin Book Value

10/31/08

07/31/08

04/30/08

8.78 10/31/08

7.23 07/3'i;08

8.04 04/30/08

8.78 10/31/08

7.23 07/31 foes

8.04 04/30i08

12.11
12,56
12.96

Inventory Turnover Debt-to-Equity Debt to Captial

10/31/08

07/31/08

04/30/08

9.83 10/31/08
10.43 07/31/08

10.03 04/30/08

0.90 10/31/08

0.89 07/31/08

0.87 04/30/08

47.24

47.21

46.44

N

http ://www . backs .com/research/print.php ?type=report&t=PNY 1/22/2009
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South Jersey leds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas

GeneraE information
SOUTH JERSEY FN
1 South Jersey Plaza
Folsom. NJ 08037
Ph<>ne: 609 561 ~9000
Fax: 609 561 ~8225
Web: www,siindustries.com
Email: irmvestorrelations@sjindustries.com

Industry
Sector

UTIL-GAS DISTF<
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31/08
02/19/2009

Pr i ce and Vc l urne In i o rm ai i on

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

ESJIJ 30-Dug C145 in Price:

20 Day Moving Average

Target Price Consensus

238,659.00 s ,  36.5

34. Price Change

4 Week

12 Week

0.75

14.02

7.58

Share Information

Shares Outstanding
(miiiions

Market capitalization
(millions)

Short Ratio

Last Split Date

12-22-D8 l11-21-W

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

1 ,094.92 Payout Ratio

4.91 Change in Payout Ratio

07/01/2005 Last Dividend Payout / Amount 12x08i2008 / $0.30

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS CQnsensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.66

2.30

8,00

02/19/2009

Consensus  W ecom m endai ksns

Current (1=Strong Buy, 5=Strong Sell

30 Days Ago

60 Days Ago

90 Days Ago

§=undamenial  Ratios

EPS Growth Sales Growth

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

15.33 vs. Previous Year

16.37 vs. Previous Quarter

180.00% vs. Previous Year

84.62% vs. Previous Quaker

34.68°/<
54.90%

http://www.zacks.com/research/print.php?type=repo11&t=SJI 1/22/2009
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Price/Book

Price/Cash Flow

Price / Sales

2,13 1281/08

11 .51 09/30/08

.. 06!30/08

-- 12/31/08

13.53 09/30/08

13.31 06/30/08

4.25

4.16

Current Ratio Quick Ratio Operating Margin

12/31 /OB

09,/30/08

06/30/08

.  12!31/08

0.94 09/30/08

0.92 06/30/08

.. 12/31/08

0.45 09/30/08

0.61 06/30/08

6.99

7.13

Net Margin Pre-Tax Margin Book Value

12/31 /08

09/30/08

06/30/08

- 12/31/08

12.52 09/30/08

8.62 06/30/08

- 12/31 /08

12.52 0980/08

6.62 06/30!G8

17.32

16.13

Inventory Turnover Debt-to-Equity Debt to Capital

T2/3t/08

69/30108

06/30/08

.. 12/31/08

650 09/30 /08

7.05 06/30/08

- 12131/08

0.69 09!30/08

0.69 06/30/08

41.08

41.06

r

http://www.zacks.com/research/print.php?type=repolt&t=SJI 1/22/2009
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3 SWX 24.68 *-0.19 {~0.76%) Vol, 319.277

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary.

General information
SOUTHWEST GAS
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas. NV 89193-8510
Phone: 702 876-7237
Fax: 702.876-7037
Web: www.swgas.com
Email: None

Fiscal Year End
Last Reported Quarter
Next EPS Date

industry
Sector:

SOUTHWEST GAS CORP

Price and Volume information

December
12/31 /08
02/25/2009

UTIL-GAS DISTR
Utilities

iii

Proven Harmga Res¢ar¢:h &-Besommendafions
Zacks.com Quotes and Research

L

*:nV§£ ). 3 Mi; !"é r =<§nifi¢*» mm
ZACKS

[SUXJ 80-Das Closing Prices

Page 1 of 2

14:03 ET

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

24.85

33.29

21 .11

0.67

209,097.75

33.88

»zs .s

125.6

I 2 s . 4

l2 s . 2

Iz s . o

l 2 4 . s

124.6

124.4

124.2

2.85

-1.82

-1.47

5.14

9.90

5.70

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Sharl Ratio

Last Split Date

12-22-08 ox-21-09'

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

43.91 Dividend Yield

Annual Dividend

1,091 .26 Payout Ratio

3.06 Change inPayoutRatio

N/A Last Dividend Payout / Amount

3.62%

$0.90

0_00

0_00

1 1/13/2008 / $0.22

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .06

1 .92

8.00

02/25/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.60

2.60

2.60

2.50

EPS Growth

11.48 vs. Previous Year

14.62 vs. Previous Quarter

1,43

Sales Growth

-72.73% vs. Previous Year

-533.38% vs. Previous Quarter:

0.78%

-16.29%

ROE ROA

Fundamental Ratios

P/E

Current FY Estimate:

Traittng 12 Months:

PEG Ratio

Price Ratios

Price/Book 1,07 12/31/08 12'31 .."08

r

http://www.zacks.com/research/print.php?type=report&t=SWX 1/22/2009
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Price/Caslfw Flow

Pr ice  Sa les

3 , 99  09 / 30 / 08

. .  06/30/08

7. 18  09 ! 30 / 08

8.05 06. /30/08

2.04
2.27

Curlfeni Ratio Quick Rat io Operat ing Margin
12/31 /08

09/30/08

0680/'08

-  12 / 31 / 08

0 . 75  09 / 30 / 08

0 . 70  06 / 30 / 08

, .  12/31/08

0 . 75  09 / 30 / 08

0 . 70  06 / 30 / 08

3.32
8.66

Net Margin Pre-Tax Margin Book Value

12/31/08

09/30/08

06/30/08

-  12 / 31 / 08

5 . 37  09 / 30 / 08

5 . 80  06 / 30 / 08

-  12 / 31 / 08

5.37 09/30/08

5 . 80  06 / 30 / 08
23 . 22

23 . 80

Inventory Turnover Debt~to-Equity Debt  to Capt ial
12/31/08

09/30/08

G6/30f'G8

12/31 /08

09/30/08

06/30008

-  12/31/08
1 .30 09/30/08

1 .28 06/30/08
5 6 5 0
55,19

http ://www. backs .com/research/print.php ?type=report&t=S 1/22/2009
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Industry
Sector:

WGL 31.68 v-0.07 (-0.22%) Vol, 397,995

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia, A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephen City and New Market, Virginia, and Martinsburg, West Virginia.

General information
WGL HLDGS ENC
101 Constitution Avenue NW
Washington, DC 20080
Phone: 703 750.2000
Fax: 703 750-4828
Web: www.wglholdings,com
Email: madams@washgas.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

WGL HLDGS INC (nose)

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

September
12/81 /08
02/09/2009

UTEL~GAS DISTR
Utilities

31 .75

37.08

22.40

0.23

437,843.69

33

Proven Ratings Research6.-lk-cammendarions
Zacks.com Quotes and Research

8:.¢w- I?4V£;S'3ME;841' Q§'i&.AQcr1

A ZAC KS

***/*~»

12-22- os 01-21-0e

% Price Change Relative to S&P 500

4 Week

12Week

YTD
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*AVIV' 31.4
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22:0

32.5
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% Price Change

4 Week

12 Week

YTD

3.39

5.55

-2.88

8.21

18.15

5.34

Share Information Dividend Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

49.97 Dividend Yield

Annual Dividend

1,586.61 Payout Ratio

4.15 Change in Payout Ratio

05/02/1995 Last Dividend Payout / Amount

4.47%

$1 .42

0.00

0.00

01107/2009 I$0.35
Last Split Date

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.97

2.34

7.50

02/09/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.75

2.75

2.50

2.25

EPS Growth Sales Growth

13.59 vs, Previous Year

12.91 vs. Previous Quarler

1,81

29.03% vs. Previous Year

-466.67% vs. Previous Quarter:

-50.38%

-65.22%

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WGL
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Price/Book

Price/Cash Flow

Price / Sales

1,51 12!3i/08

7,37 09v30!08
_ 06i30!08

- 12/31/08

11 .60 09/30/08

11 .37 06/30/08

3.72

3.64

Current Ratio Quick Ratio Operating Margin
12/31/08

09/30/G8

06/30/0B

- 12/31/08

0.99 09/30/08

1 .15 06/30/08

.. 12/31 /08

0.42 09/30/08

0.7t 06/30/08

5.09

4.60

Net Margin Pre-Tax Margin Book Value

12/31/08

09/30/08

06/30/08

12/31/08

7.08 09/30/08

7.32 06/30/08

- 12!31/08

7,08 0980/08

7.32 06/30!08

20.99
21.72

Inventory Turnover Debt-to-Equity Debt to Captial
12/31 /08

09/30/08

06/30/G8

- 12/31/08

7,07 09/30/08

7,63 06/30/08

_ 12/31 /08

0.58 09/30/08

0.56 06/30/08

35.95

35.28

http ://www . backs .com/research/print.php ?type=report&t=WGL 1/22/2009
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xnnus'nw nmLI.1:v1»;ss: 81 'Ur 92/

of the Wares' Umlry Industry Ml -pecxfc
9 Rh "Ly

Lift istructurv cost in the Water Utility lndus-
nw will continue to ri.-.e Jo et the long term. larger
companies is ill acquire smaller ones in an effort to
.ichiese economies of scale.

I-orclgn companies had been buying a number
of L S. vs aler utilities, but t.hat trend appears to be
waning.

Water utility stork: are ranked to underperform
the market over the coming 12 mouths; however,
conservative investors can find attractive risk-
udiuated choices here.

ger.eral'v retired Too, the reg- afuy . -_ .we r.-.
r; B'I\=.sl..1 re u'

loca.gover"ments rrughnbemore 1.z. o r -1 °
u:\!.°.e4 ri- Ln n"e-r ¢~r'vr.parahle 'cal Jl§L.
ternturg. leasers the impact.
regulatory atmospnero.

1 a parucuh.r\.

water companws arf- attrauted h *'u.= L.m*q¢ .a reThy Need For Consolidation
L-mg Il.:!"¥\ r.:~». nd m the' W.1:er Ut.2"y Industry ind;-

case Mn \n"ra nun: :re c its mil =tea 'hl rise Manv of
t'=»l.:. "ws 'Md pipes tea' n w ounce'-' Any *spu r t

Lr.: l-.u g .voter were built ab- u: 100 yeas ago Org. in
.1,n;r1d.ng al'.d replacement are ngggeailfy fur these old
.4t(-m- z _

.. -̀ n| :r : rr.¢.nta1 Prctecnor. Ag-nay l'.-EPA . The cost of
xuirg -Ni Jcgrading these sys-ms :s szgmtlcanrly
h f r re .:\ in Lb- ,ul L »-van ad_l.ls°i:, far i:..1at.om
h-r\u~e Ulu¥8'£$ <p»-r.,|||- I...».'ena s need to be used for
tr I 'Sm cur' .tiu .'II z.. M art we trazaponazu.-n :Hsu are
m "1 h:gh=r J.:°.d Ii ¢{Ntl'\"* cm rse. as nearby
1uurce» fwa.=r an- dep v-WG .u~d farther-J.wav bodies of
\~8'er J. al. Le .nc.v.. \Valor .s 4'.lle d."1c.z': u'd etpen-
. °. MllVh h c.1u<. r 1: h» .., .Md c..\r.n • he cum-
;.r-- ed .--J Mixrg *.» ir.d.u:r;r c -~:...s the ongoing
_ 4 e of 5.:id¢..1r°.. tr m t".e EPA tea! t_pcglly rc-

q. rn v.ner uuln ba nm ca .r.:>l3r w.'1 mure~4Lr.ngem
w.-'rr funny ~h4..d..1r i~ Industfa w 1'u»~ I .1 ;TI' ' nm.
. `14i: b..1 .L -1... r neut. r c'°-- n.v -C our;
fux.1 'uc-.e lsar',"4 .ret. .ugh u :".4 nr- 'zur mph c-

rnuvz m compliance watch rules iaxd out by

Acquisition Update
Foreign companies have p.rch4seia ̀ nrgr- :.u:nl'.rr of

domestic water utxlmes over the p¢s: ve¢r. 1̀ he'-g'obal
Ry's 'A-

timely sa"p pofrlral 'Animate and -ts trer.<x u-ward~
proauzanun of mL.n.clpal wttfr and v»ustewa°er =y=-
tems. Curr°nt!3. there Is conrrrn among lme=: r~s Rh...
the large premiums paid En 11.5 'akeow-r 'org t
which appruaehed :free times bk valnu, all. he. mar
more .frequent Bnsxsn ut.Iltu.-s are h¢~rg "Ag: *l'Jl'l
difficulaes as h- me the:stand U wéuk -n t".-lr l.-~
on the I.'.S m.4rket. Consequent.. We-re _.p -r
four-r bidders m the market

SDWA Regulations
The Safe DnMir.g 4 l:¢r Ac: bL\\.=. x 1 »

(amended m 19961 authunzed *he EPA CJ w r . *. 1.
state and local g.»'.cm.n¢~x.:» to re-=c fu f r .h.'1' ...
1mpunt.e..» in dx-::11vr.g a.1.\r e-¢-rv fe- v¢d|' Fr r L. n.
m.mdates what l¢veL'tl¢ -art. no .r 1".l..dn' 5.1¢ -pt
ublv per a s;e.1f1ed smuunf f t' ~'1t¢!' 'H Art! L... .
typlca'l} sport dbJht 157 IL 5u'r i'th=- r ..' n.1aI a 'al
OilUdva n e""urts FJ rnpl. au: h hD'v\1\ .
T}°e-¢ 4a:..,»¢:..e» Rx.. ml .l .u .
Cle.m \£ .4:arA n.;MI:r ..> rd .1 u| as .-v
pres»z.t. the. EPA " L uasxduvz Lu-wr kg ne 4 \r*-.A - L
level Jo Ar Er" in dnnxmg wvvr Lr -'1 cu' .
bxlh ~r. ppb cu u pro. T.n-» me r- .re J ld h. :u :-
sla al row-cans 1: wrvld 'be I war 'lu'! the 1t¢z.d.¢rd I- :'.
World Health Ur l.r..:a::rr ll, ":mL amt _.- r .
ti4llv ¢0al done ti: ad' r c' rrI-a' Le orB I r .l .LL

11 'ml-~»xzl 1 n star '.\M§d.l.Fa Js...4lh wel-
» el r'-fe-» 1 e 3u.*.lr am¢1.ler sfvltzea Ger -rally lack

rd .eed.-1 hr long ':"'D szruc "'°srove-
m#-nt... 41. 1 n.\;zn: rho berg\ L.: at 'I r.:;. ' :.{=L¢ nth local

1»-r.l 1v~ ¢t sm me p ms div '. :he road In an
r w:.t Zu..Ar plea ¢r.t »r:4no from h¢ppen-

mg. run/ . :} 0-'Sc we skvr cumpames welcome larger
Lm ft '.ur the ca"°.'a1 resnarces w remain m

c nu. 3 | A-ti' the Law The larger "company go ns
Zrf l'4. r gr :\grnphlc -.. r .qty from :ms 4cquls.uuns, which

e a :x Eu.. _.u=~.upt..Luir.y Cr. weather R.:ct~nt 'ms
'her 4.14- vulamxzy m earnings.Agquzrera air

Lr m econunuus it scale in whzdx ¢0bla are

Investment Advice
Met of the Saur U€.1l'V Sn Ck~ ha: "IP c vI red r r..

review are mt timely tr Tm Cl Mn.: at m 1.` mc. '.
Nweshelveas. f¢v>'¢ble Safety mm 41 -r., ..- ,. -'r
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Er .as:nr= swig decent divxderd ) 4-li#
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Composite Statistics: Water Utility Industry
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November. 2001 WATER UTILITY INDUSTRY 1420

INDUSTRY TIMELINLSS: he (of  97 IThe events of September lath have altered many
priorities in the Water Utility Industry.

Long-term trends in the industry indicate that
the cost of maintaining and upgrading
water/wastewater systems will rise. T`he industry
la consolidating, with larger companies acquiring
smaller operators to achieve economies of scale.

Water Utility stocks are ranked to underperform
the year-ahead market, though some of these is-
sues offer conservative investors appealing risk-
adj used, total-return potential.

through the transactium Al.u Ir A- in - ,¢»¢
graphic diwrs"y, and th .r :.:1 r d...LlIu 1t.s :J 1. p w.L:\
to unfavorable weather Puff r' 5 |. 18. pa nr." ....
some local regulators.

tors, since they hose a lx. 'Ted base of cuswn el'-a \.-.r
which to spread these carts Seal any n :d s nd Jr..
us generally welcome :meow l- ll' offers t`rv m iarq r ae-
quirers because of their ~:1.;.erlor c.1p1'4.l rcsr :r I .- '1"¢-
.acqdring ur.l1itv_ nun PI: n. :ugh-' e cs. x. 'VIA -a ¢ t

m-s Ru  r

Security Issues .
Ir. respur Se to the 4-,vents pf' September nth, the need

to s» -.are wat.r =y=tems egaimt terrorism has become a
Lip e uormty for rcgulaturs and water utilities alike,
pL>i. kg max' 1 other legs native issues to the side. The
FBI hat -tatcd that water companies should be on alert
ac r pda-nt.al threats m the. months ahead. Many water
compare es are air »Ody heeding thls warning, and incur~
ring additional coats -in the process that may limit.
mar term bottom 1'l-liNt: growth. A'su, the industry and
regu'aLors are working together to provide approxi-
m..\tel; $5 billion in federal funds for immediate mfra-
structure improvements as part of the pending economic
etxmulu., legislation.

Large-scale foreign acquirers l'l4\¢: be.n very Ir. |:|'-
ested m purchasing domestic wafer ul:.l1z.es iv»-r tn-
past few years, and the latest evidence is the ,,er.er us
takeover otTer RWE AG made for.-ln: Incur Ware' Wbf-L.»
the nation's largest public water gr m1-.n~ RWE, a
Germany-based firm. stands to go n cc r s_. 'z-rg1-: m :x.c
deal, along wi:h Ge-omuphic d.ver»iry in a p»l1hca..}
stable munt¢ Foreign util i l iw have burn 'he a -1
with the risk adjusted eurrUnp ponrntinl 4-1 L' .. ws. u

v .

in spree over the next &w years. £.. such, the number 4 f
investor owned water pr »vMurs with large tcrntorws is
steadily dwi.nd.li.ng. This develepxnent 9\ es 4&Mnal
hope to those U.S. water utihues and investors lwknz
for substantial buyout offers.

companies. and they are hkeiy to conunumg then' be

SDWA Regulations
The Safe Drinking Water Ac: 'SDWA* JI' 1°l 1

(amended in 1996 altrorxzus the EPA to work -man
state and lac dl governments to rust for Me pulennal
impuntles in drinking water every five years. T*e EPA
mandate what levels of a curta.n contaminant i< au : pt-
able per a spectfled amount of water. Water utx..Lie=.
usually spend a sigmtfxcant pfrtun oz' their annual
capital budgets cm etforns to _*ay m comp11.¢:.ce wash
SDWA guidelines. These companies must also c.»mpiy
with the Clean Water Act, and nun i~rou> state and l .cal
laws:

Industry Consolidation
Imlrnsti'ucture costs in the Water Utility Industry will

likely nae dramatically user the Next 20 years These
Companies have to maintain and upgrade their systems
continually in order to remain in compliance nth in-
creasingly stringent rules issued by the Environmental
Protection Agency (EPA) and local regulators. Many of
the facilities and pipes that now treat end transport
d i r king water were built about a century ago The costs
of replacing those Systems are sig: ificsntlv higliler.these
days, even adjusting for iztlauon. Adding to the cost is
the fact that nearby bodies of water tend to get depleted
ux.d expensive to use, so more-distant sources of water
must be brought in to keep up with increasing demand
fur purified water. Water is difficult and costly to trans-
port., since i t  is hr do and incompressible All in all,
industry sources estimate that over $140 billion will be
needed to upgrade the nation's water-distribution sys-
tem over ti e next "0 years.

Investment Advice
The Water Utility stress in this review a:e nut t :rely

for investrmn: over the next sv< to 12 man"¢s N: net! a-
less, a few of these nsaues possess ilworable Safety mks
and sued dividend-growth prospects that m y .=p[cal to
con>4;rvative invebzors.
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L\'DL':~I HY TI.MELIhhSS: 54 act'95lnfr.¢e»tx°ucture <.o>ts in the \$.\t11r Vitality lndus-
tq we!! no considvrakly over  the gul f ing 20
years. Consequently, larger companies are buying
smaller ones in an attempt w achieve economies
of scale.

Water utility stocks are ranked to perform in the
middle of the park over the coming 12 months.
.\onetheleb=. conservative investors can find
¢bove-nvcragv Safety ranks .Md attractive di»i-
dendx in the group.

LH

tn achieve :<. :we uv-s If »4.¢!e Al u .4 lllj;,.¢"'
§.Lins Klblite' 4u»gra;»h1c i' t:"sl2.' 1.h\A' 1.14.
..~4.upt1hxh:y ts unfavorable are.LI -r l.¢A . n

ter*1:..ilv bu:'=rs .x:e' es] ...;'J`¢ .r I' r Y: l 'l,Jl°
:ul..:or,. cl m¢t. n(l¢.l!'.»rr...1l .. .r I-l\'

J'11x°1e= in the ,:¢..t ':.z,le t re" so \. \r 1..1 »
.1-1 L`zlL.w"l..l WhZzr. hw- Le nr :t1.c.l_- | u»..
znqun -own urgc*s JJl1;u& cf Rh. 2.14 (.r f = r
n.°= the pass¢g= at' :. Ne 4 ¢l l um Cllulr' 41
.over .: .rt :  s Ll ch¢rge lh2l: r rs'- t Us
_ff to refute Rf rpg'J .Air . in r  . `d r Le
x-.ne .:8..¢a ruthi establish» d prJte~' .r.,g _Er
ought to :improve revenues fur 'how u- | '
MeS m th.s "evle.v

1."

... °ua1I"g1
Recent Challenges,

The »-»\er.t5 =.:' Sepzumber ll. 2091 h'a c..nor
"ha-: raw set or challenges fur the i:1d..>trv. C
have be -n Pen Ur.; a ht of Mme. energy Ar ._ sec' e_
ma\:.ng 2 re ma: their *oner =}=tema~ Are !`t'rn r J.
=e.u:e :r ::: pute.nt4.xl :am fir Bliallka t :.. - -
turn--1 tr ...veal and :federal reg1..la:1rs f r rurr.b .r--r° -
and ad i1':.m.ll funding, b..t the .¢.n ant :.n' :an Ir,: r
fixture l:llI'»f'l§ 14 Lncrnam A Sn. 1l1JLll'd)'lL.€ ¢°OS°a
snare! in the PAS! \l€4ll l  as m~l.. ':ri - 5 ..al.. Note
reluctant LJ u'\'e!' companies he -water uta:1t.e= :Kat
can puts..!. ally have catastrr ph.cl Saw s.

SDWA Re gulations
The Sale Dnnklng W'ate" A~: l:l)WA f 1574

amer..eL 1:1 1356) au*hur~z¢-s °'\e EPA Lu A. . .
=t..:»- ¢r.d local govemm~cnt9 z tear. tor tar I-dA 1.1p.-
1'lh8S an :Lr nsmg water. the EPA rranvférs w 19. '-~
Ncularlevel it' a Lerzaxn 4' fiiélfllnahl .s acceptable p-.r a

Ar' water W4tcr uh:le< r 1u:1n»£_.
spent lrg- port..»ns of tree' an::.la1 capital e-.:uenil
tores in erfans to remain Lm ccmphance Wlt"L snvm
g1.iaeh::es. Thee companies Min! a.l>o comply :nth the
1872 Clem Water Act, and numerous ur"n.r =:..:u .Mn
loco. 'awe another coszhr undo - .r.

specified a.:'xm.r.t

Industry ( 'ou»ol id4t iuu
I I an 1 .ct.m» cu. to xr he w 4ter utility ln¢*1\.~»try ally

...mud au' over 'he Ne ct lA decades These compares
LI Ast : sta .Cb repa'r and upgrade their exhung
*8l8f -s.¢steaa*\.r 9 18-85 m old r to camnlv a.th z..

strict fun.. 1.ssLI.d by the Lnvxro1.-.nenca.
Pr  t tc t .m Agency EPA» and iecul regular re. Mar.: it
'he fa :l Ia; and p`laes that transport water were um-
stncu-- .>»l-r 100 years ago The casts or repl.1c.ng these
f y ten 4 1-= 'unslderubly higher r.uw than is was m the
pa: u»-zz ..._ .sting for m21an uh Too. inc orgning .E :plc
r. :x if nearov a0\l! 'U'a of water force= :zany water
l..t1lli..1... no obtain water fem: more--iiszanu, more-
ex ensue suurcea. Water is difEcu{t and cady to trans-
m n ber-a..se it .a her.',' and mcovnpr-¢.4ib'v Nnnr-the
1448. ut1h°.e's Mth! continue to k -up pace with ms ng
demand fur mnkmg water from gr-»w:ng res1d¢-ntul and
ind~:nal customers. Recent ¢:StiM8!'A': .are that it 'nil\
cos: Hundreds of b.ll1on\ of do°lars 'J replace and up-
grade. faxlzng water infras'r'.actures over the next 20
yearn This amounts to mo'e than the er.*1re current
assets of the water mdu.-try m A :lexica Much of these
costs wlii liked be financed by federal spending end
higher AWe: rates. Nevertheless. water ut1.it\es are
going to nave to ante up much nigher capital maest-
:'1u.ts us el' the coming years
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INDUSTRY TIMELINESS: 97 (of 98)

Composite Statistics: Water Utility Industry
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October 31, 2003 WATER UTILITY INDUSTRY 1420
The Water Utility Industry's consolidation con-

tinues to gain momentum, as industry leaders look
for opportunities to buy out smaller companies
that are struggling to keep up with escalating
infrastructure costs and heightened regulatory
requirements.

Water Utility stocks are unlikely to outperform
the broad market for the year ahead. With that
said, however, some of these issues offer conserva-
tive investors attractive risk~adjusted, total-
return potential.

of dollars over the next 20 years wit] be needed to repair
the nation's entire water system. The Water Infrastruc-
ture Network believes that there will be a $12 billion
annual shortfall for wastewater infrastructure over that
period, and long-term help from the federal government
is needed to solve the problem. Water companies will
most likely foot the majority of the bill, though, as
budget deficits at state and local levels will limit funds
dedicated to the industry.

Government Regulations I n d u s t r y  C o n s o l i d a t i o n

With the costs of meeting safe drinking water guide-
lines on the rise, many smaller companies lack the funds
to commit to long-term structural improvements. As
such, these smaller water companies have been increas-
ingly willing to accept takeover offers from larger suitors
with significantly greater capital resources. The larger
utilities benefit from economies of scale, which enables
them to reduce overhead. In addition, the acquisitions
usually enhance geographic diversity, reducing a compo
nyls vulnerability to weather fluctuations. Then, too, a
multistate territory helps to alleviate a company's expo~
sure to especially onerous regulatory atmospheres.
Large foreign utilities have been particularly active in
recent years, swallowing up domestic water companies
in an effort to gain exposure to the United States' steady
population growth.

In order co keep water supplies safe, national purifi-
cation standards have been established that the water
industry is required to meet. Amended in 1996, the Safe
Drinking Water Act (SDWA) of 1974 authorizes the
Environmental Protection Agency (EPA) to work with
state and local governments to periodically test for
impurities in drinking water and regulate the levels of
contaminants that are acceptable per a specified amount
of water. These standards take into account the health
effects of chemicals, measurement capabilities, and tech-
nical feasibility. One of the most significant contami-
nants that the industry screens for is arsenic, a natu-
rally occurring substance. However, the EPA is in the
process of lowering the tolerated amount of arsenic to 10
parts per billion from 20 parts currently. The change is
expected to be in effect by January, 2006. Large chunks
of water utilities' annual capital budgets are already
spent; on infrastructure maintenance and improvements
in order to stay in compliance with the SDWA, the Clean
Water Act, and numerous state and local laws. This
percentage is likely to climb even higher, as fears of
terrorism have prompted officials to further tighten
regulation requirements.

Investment Advice

R i s i n g  I n f r a s t r u c t u r e  C os t s

None of the stocks under review are timely at t.his
juncture, as poor weather conditions have resulted in
inconsistent earnings patterns. Although Philadelphia
Suburban, CalifOrnia Water .Services Group, and Ameri-
can States Water all have below-average total~return
potential out to 2006~2008, income~oriented investors
might may find one of these stocks attractive, given their
favorable risk profile. Income-bearing stocks have
gained some additional popularity of late, because of the
recent federal tax bill that reduced the top rate investors
pay on dividend income to 15%. As usual, though, we
recommend that potential investors careful review indi-
vidual reports before making any new commitments.

Along with the necessity to remain in compliance with
increasingly strict water purity standards, water com~
parties are also being pressured to continually upgrade
aging facilities. Many of the water/wastewater systems
that are presently in use were built over 100 years ago
and are growing outdated. The costs associated with
replacing these systems are dramatically higher now
than when they initially were put in place. The EPA and
other industry sources indicate that hundreds of billions

A n d r e  J Costanza
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Composite Statistics: Water Utility Industry

2000 20o1 2002 2003 2004 2005 07-09
704.3

90.9

751.8

95.4

794.4

106.6

857.0

98,5

990

130

1075

150

Revenues ($mill)

Net Profit ($miII)

1345

205

41.2% 40.2% 38.8% 40.0% 40.0%

Nil

40. 0%

Nil

Income Tax Rate

AFUDC % to Net Profit

40.0%

Nil

50.3%

49.3%

52.4%

472%

53.9%

45.9%

51.2%

48.6%

51.0%

49.0%

51.0%

49.0%

Long-Term Deb! Ratio

Common Equity Ratio

50.0%

50.0%

1661 .0

2342.5

7.0%

1B4(].7

2532.2

6.8%

1973.6

27511

7.0%

2296.4

3186.1

5.9%

2615

3400

6.5%

2870

3605

7.0%

Total Capital (mau)

Net Plant ($mill)

Return on Total Cap'l

3550

4150

7.0%

10.7%

108%

10.6%

10.7%

11.2%

11.2%

8.8%

6.8%

9.5%

9.5%

9.5%

9.5%

Return on Shr. Equity

Return on Com Equity

10.0%

10.0%

3.6%

67%

33"/a

69%

3.8%

66%

2.5%

72%

15%

62%

4. 0%

58%

Retained to Com Eq

All Div'ds to Net Prof

4.5%

52%

18.6

1.21

3.6"/

22.6

1.16

3.1%

21.5

1.17

3.1%

26.0

1.49

2.8°/

Bald f
Val
est

lures are
- Line
mares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div d Yield

1a.0

1.20

3.5%

Water Utility
RELATlVE STRENGTH (Ratio of Industry to Value Line Comp.)

600

500

400

300

200

2003 2004
1 00

1998 1 999 2000 2001 2002
Index: June. 1967 = 100

r

Octob er  29 ,  2004 WATER UTILITY INDUSTRY 1420

l a t ed  t o  t he  qua l i t y  and pur i f i c a t i on  o f  d r i nk ing wat er  i s
f o rc i ng many  o f  t he  s mal l e r  wat er  c ompan ies  t o  l ook  t o
l a rger  s u i t o rs .  B i gger  c ompan ies  w i t h  t he  mark e t  s c a l e
t o  w i t hs t and  t he  c u r ren t  ons l augh t  o f  c os t s  a re  c l ea r l y
t ak i ng adv an t age  o f  t h i s  s i t ua t i on .  I ndeed ,  t hes e  f i rm s
are  growing t he i r  bus i nes s es  a t  re l a t i v e l y  l ow c os t s  as
wel l  as  d i v ers i f y i ng t he i r  opera t i ons  i n t o  l es s  regu la t ed
a n d  m o r e - r a p i d l y  d e v e l o p i n g  a r e a s  o f  t h e  U . S . A q u a
A mer i c a i s  a  per f ec t  ex ample ,  mak ing near l y  20  ac qu i -
s i t i ons  s ince t he c lose o f  l as t year. A q u a rec en t l y  pu r -
c has ed  a  num ber  o f  P enns y l v an i a -bas ed  c om pan i es  i n
o rde r  t o  he l p  d r i v e  t op~ l i ne  growt h .  We an t i c i pa t e  t ha t
t h e  c u r r e n t  c o n s o l i d a t i o n  t h e m e  w i l l  p e r s i s t ,  a s  w e
expec t  res t ruc tur ing cos ts  to  cont inue to  r i se.

The Water Utility industry continues to rank
near the bottom of the Value Line investment
universe. Infrastructure costs will limit earnings
for at least the near future, as the high expenses
associated with maintaining and improving the
country's water-distribution systems continue to
rise.

However, it appears that relief is on the way for
some companies. Favorable regulatory rate case
rulings have been handed down across the coun-
try and look as though they might become the
norm.

Meanwhile, consolidation remains the name of
the game. Although many of the industry's smaller
players lack the capital requirements to meet
growing government regulations, larger compa-
nies are using the consolidation as way to boost
profitability via growing its customer base. R e g u l a t or y  A s s i s t a n c e

I n f r a s t r u c t u r e  C os t s
A l t hough wat er  u t i l i t y  c ompany ' s  hav e been f o rc ed t o

d e a l  w i t h  l e t h a r g i c  c a s e  r u l i n gs  i n  t h e  p a s t  c o u p l e  o f
years ,  some governing bodies  are pick ing up the pace.  In
Ca l i f o rn i a ,  f o r  ex am p l e ,  t he  Ca l i f o rn i a  P ub l i c  U t i l i t i e s
C o m m i s s i o n  ( C P U C )  h a s  h a n d e d  d o w n  a  n u m b e r  o f
f avorable ra te~re l ie f  ru l ings  in  recent  months ,  and more
are  ex pec t ed .  Wi t h  t he  Ca l i f o rn i a  e l ec t r i c  c r i s i s  s eem -
i ngl y  i n  t he  rea rv i ew m i r ro r ,  t he  c u r ren t  adm i n i s t ra t i on
s e e m s  i n t e n t  o n  d e l i v e r i n g m o r e  t i m e l y  a s s e s s m e n t s .
A m er i c an  S t a t es  Wat e r  Com pany  and  Ca l i f o rn i a  Wat e r
Serv ice G r o u p have both seen prof i t s  benef i t  f rom recent
case ru l i ngs  over  t he pas t  quar ter .

Infrastructure costs continue to climb higher as water
utility companies, with little help from strapped govern-
ment; branches, are forced to deal with maintaining and
upgrading existing facilities. Costs are becoming an even
greater concern as time passes because a number of the
functioning systems currently in place are over 100
years old and in need of significant repair. That said, we
believe that it will take hundreds of billions of dollars to
renovate existing pipelines over the next few decades. To
make matters worse, the costs of staying in compliance
with regulatory laws are growing even more difficult,
due to fears of terrorist activities against the country's
drinking supplies. Although the Safe Drinking Water Act
(SDWA) of 1974 remains the authority for the safety and
purity of drinking water, recent amendments are mak-
ing compliance even more demanding. In 1996, an
amendment authorized the Environmental Protection
Agency (EPA) to step up local compliance levels. And,
governing law-makers now insist that the EPA work
with local and state governments to test for impurities in
drinking water and to regulate the levels of contami-
nants that are acceptable.

I n v e s t m e n t  A d v i c e

Most investors will want to take a pass on the stocks
covered in the next few pages. as they offer uninspiring
returns out to decade's end. In addition, not one of the
stocks in this edition is ranked to outperform the market
in the next six to 12 months. Nonetheless, income-
oriented investors may like the industry's solid dividend
yields. California Water may have some added appeal for
the risk-averse, given its above average Safety rank.
Still, we advise that potential investors carefully review
the individual reports in the ensuing pages before mak-
ing a commitment to any of the stocks mentioned above.

A Buying Opportunity
Andre J ,  Cos tanza

T h e  gr o w i n g r e gu l a t i o n s  a n d  c o s t s  a s s o c i a t e d  w i t h
s t a y i n g i n  c o m p l i a n c e  w i t h  go v e r n m e n t  s t a n d a r d s  r e -
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Composite Statistics: Water Utility Industry
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Octob er  28 ,  2005 WATER UTILITY INDUSTRY
After showing some brief signs of a turnaround

last year, the Water Utility Industry appears to
have reverted back to its old ways. Feeling the
effects of u cooperating weather conditions and
high infrastructure easts, the stocks in this indus
try have had trouble meeting earnings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water utility stocks that are covered in the
next few pages are ranked better than 3 (Average)
for Timeliness, based on our momentum based
ranking system. As a whole, the industry ranks
near the bottom of the Value Line investment
universe.

And the future does not look much brighter.
Although a more favorable regulatory landscape
and normalized weather conditions ought to pro-
vide a better landscape, we are concerned that
rapidly growing infrastructure costs will continue
to undermine this group's earnings out to late
decade.

E as i n g  T en s i on s

t o r e s  a r e  u p wa r d s  o f  1 0 0  y e a r s  o l d  a n d  a r e  i n  s e v e r e
need of  maintenance and,  in  some cases ,  mass ive reno
nat ions  and rebui ld ing.  And,  given the geopol i t i ca l  vo le
ut i l i t y  wor ldwide and t he he ightened t hreat  o f  b io t er ror
i sm on U.S .  water  p ipe l ines  and reservo i rs ,  t hese cos ts
are l ikely  to cont inue to only  r ise,  as  companies  s t r ive to
c o m p l y  w i t h  E P A  w a t e r  p u r i f i c a t i o n  s t a n d a r d s .  I n f r a
s t r u c t u r e  r e p a i r  c o s t s  a r e  e x p e c t e d  t o  c l i m b  i n  t h e
h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  o v e r  t h e  n e x t  t w o  d e
c a d e s ,  p u t t i n g  m a n y  s m a l l e r  w a t e r  c o m p a n i e s  a t  a
dis t inc t  disadvantage.  Wi th a dearth of  resources  to fund
t hes e  i m p rov em en t s ,  m any  s uc h  c om pan i es  a re  be i ng
f o rc ed  t o  s e l l .  B u t ,  gi v en  t he  c ur ren t  l ands c ape,  l a rger
c om pan i es  w i t h  t he  f l ex i b i l i t y  and  c ap i t a l  t o  dea l  w i t h
t h e  h i g h e r  c o s t s  a r e  u t i l i z i n g  t h e  w e a k n e s s  t o  a d d
a d d i t i o n a l  l e gs  o f  g r o w t h  t o  t h e i r  b u s i n e s s e s . A q u a
Amer ica, t h e  l a r ge s t  w a t e r  u t i l i t y  i n  o u r  s u r v e y ,  f o r
example,  has  made more than 90 acquis i t ions  in the pas t
f i v e  y ears ,  doub l i ng i t s  rev enue  bas e  dur i ng t ha t  t i m e
The company does  not  seem to be s lowing i ts  aggress ive
s pend i ng way s  and  has  t he  h i ghes t  re t u rn  on  equ i t y  o f
any  of  the s tocks  that  we cover  here

Although designed to keep a balance of power between
consumers and providers, regulatory authorities, have
long been a thorn in the side of water utility companies.
Rate relief case decisions had often been unfavorable
and untimely, with some rulings being pushed off for as
long as two years. But, it finally looks as though things
are taking a turn for the better, especially in the state of
California. The California Public Utilities Commission
(CPUC), which is responsible for ruling on general rate
case requests in the Golden State, has been handing
down more-favorable and timely decisions in recent
months, thanks, in part, to the efforts of Governor
Schwarzenegger. He has replaced members thought to
be antagonists of rate relief with more-business-friendly
members, and additional moves may be in the works.
The recent changes makes for a favorable backdrop for
water utility companies operating in California, such as
American States Water Co. and California Water Service
Group,

I n v e s t m e n t  A d v i c e

C o s t s

Most investors will probably want to take a pass on
the stocks in this industry Typically market laggards
not one of the issues covered in the next few pages
stands out for near~term or long-term capital gains
potential. The limited financial resources of most of
these companies, along with the capital~intensive nature
of the industry, will probably limit any substantial
growth out to late decade

Those seeking to add an income component to their
portfolio may find an attractive option here, though
Each of the stocks in this industry carries an above
average dividend yield, with AmericanStates Water and
California Water offering the highest percentages. Cali
forma Water offers some additional appeal, as it has a 2
(Above Average) Safety rank. As is always the case, we
recommend that all potential investors take a more in
depth look at the individual reports on the following
pages before considering making any future financial
commitments.

But ,  wh i l e  regu la tors  are  eas ing t he i r  s t anc e on ra te
c a s e  d e c i s i o n s ,  t h i s  d o e s  n o t  l o o k  t o  b e  t h e  c a s e  f o r
in f ras t ruc ture  demands .  Many  o f  t he c ur rent  i n f ras t ruc -
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Composite Statistics: Water Utility Industry
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geopolitical volatility worldwide and the threat of bio
terrorist actions on U.S. water systems. In all, infra
structure repair costs are expected to climb into the
hundreds of millions of dollars over the next two dh
cades. However, these increasing costs will make it very
difficult for water utility companies to maintain the
earnings momentum that we the expect. the improved
regulatory landscape to produce this year out to late
decade

Despite better  regulatory backing, most of the
water  u t i l i ty  companies covered in  the next few
p a g e s  h a v e  c o n t i n u e d  t o  s t r u g g l e  i n  r e c e n t
months .  Unseasonab ly  wet  weather  cond i t ions
and escalating infrastructure costs remain at the
hea r t  o f  the  p r ob lem,  p r essu r ing  mar g ins  and
l im i t ing  bo t tom- l ine  g r owth .  As  a  r esu l t ,  these
perennial market laggards continue to rank at the
bot tom o f the Value Line investment universe for
T i m e l i n e s s .  A l t h o u g h  w e  s u s p e c t  t h a t  m o r e
n o r ma l  we a th e r  c o n d i t i o n s  w i l l  e v e n tu a l l y  r e
some, the growing need for infrastructure ref ova
s ons  r ema ins  a  ma jo r  c onc e r n  go ing  fo r wa r d .
Higher  spending poses a threat to the industry 's
long- term prospects, especially given the capital
constraints that most companies are facing. As a
resu l t ,  none  o f  the  issues  in  th is  indus t r y  ho ld
wor thwhile 3-  to 5-year  appreciation potentia l at
th is  t ime. Meanwhi le ,  d iv idend y ie lds  have los t
some appeal, as well

Opportunity

Regulatory Landscape

With l im i t ed resources  to  f und r i s ing capi t a l  expends
t o r e s ,  m a n y  s m a l l e r  c o m p a n i e s  i n  t h i s  i n d u s t r y  a r e
b e i n g f o r c e d  t o  s h o p  t h e i r  b u s i n e s s e s ,  p r e s e n t i n g a n
oppor t un i t y  f o r  l a rger  s u i t o rs  wi t h  t he  res ourc es  t o  f oo t
t he  b i l l .  No  c ompany  ex empl i f i es  t h i s  be t t e r  t han  A qua
Amer ica, t h e  l a r ge s t  wa t e r  u t i l i t y  i n our  Surv ey , I t  h a s
made we l l  ov er  100  ac qu i s i t i ons  i n  t he  pas t  f i v e  y ears
us ing the aforement ioned weakness  of  smal ler players  to
improve thei r  operat ions  and inc rease t ;hei r  presence,  I t
has  dras t i c a l l y  i nc reas ed i t s  c us tomer  bas e and c lear l y
improved i t s  longer- term prospec ts ,  and therefore ho lds
t h e  b e s t  3 -  t o  5 - y e a r  a p p r e c i a t i o n  p o t e n t i a l  o f  a l l  t h e
s tocks  in th is  indus t ry .  We expec t  that  the consol idat ion
t r e n d  w i l l  c o n t i n u e  a s  w a t e r  s t a n d a r d s  c o n t i n u e  t o
c l imb

Regulatory authorities, designed to keep a balance of
power between consumers and providers, have long been
a nemesis to water utility companies. Rate case deci-
sions have been unfavorable and untimely, sometimes
taking as long as two years to complete. However, the
tide appears to have turned more recently, particularly
in California, where a few of the utilities in this Survey
generate a fair portion of their revenues. The California
Public Utilities Commission, for example, behind the
efforts of Governor Schwarzenegger, has been handing
down more-favorable and timely decisions. He has re
placed members thought to be adversaries of rate relief
with more-lenient constituents. The changes provide a
healthy backdrop for utility companies that request a
step-up in rates each year

I n v e s t m e n t  A d v i c e

Drowning In Expenses

This is not all industry that most investors will want
to emphasize. Not one of the stocks here stand out for
Timeliness or 3- to 5-year appreciation potential. May
in matters worse, higher interest rates have increased
the income-producing appeal of alternative investments
making the yields found in this industry modestly at
tractive at best. Thus. most will want to avoid this
untimely industry for now. However, California Water is
ranked 2 for Safety. This, along with its historically
steady stream of income, may appeal to more
conservative investors. As always, though, we recon
mend that investors study the individual reports of each
company in the next few pages before making any
financial commitments

Although regulators appear to be more business~
friendly with case decisions, they are becoming increase
infly more stringent with infrastructure demands.
Many of the current infrastructures are more than 100
years old, and in need of serious upkeep and even
complete renovation in some cases. Meanwhile, the
Environmental Protection Agency (EPA) continues to
increase its water purification standards, given the

Andre J Costanza
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Composite Statistics: Water Utility Industry
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Many of the stock's in the Water Util ity industry

have  con t inued  to  bene f i t  f r om more  favorab le
regulatory backing since our October review. Ne-
v e r t h e l e s s ,  a s  u s u a l ,  t h e  i n d u s t r y ,  a s  a  w h o l e ,
ranks at the very bottom of the Value Line invest-
ment universe for  Timeliness. Elevated wel l  and
waterway maintenance costs are responsible for
m o s t  o f  t h e  b l a m e  a n d  w i l l  l i k e l y  c o n t i n u e  t o
dampen  p r o f i ts  fo r  yea r s  to  come.  Indeed ,  the
g r o w i n g  n e e d  f o r  i n f r a s t r u c t u r e  r e n o v a t i o n s
poses a s ignif icant threat to the industry 's long~
term prospects, especially given the capital con-
s t r a in ts  tha t  mos t  compan ies  a r e  fac ing ,  As  a
result, many investors are going to want to steer
clear of the issues in this industry.

R e g u l a t or y  W i n d s  a t  i t s  B a c k

s t r u c t u r e  r e p a i r  c o s t s  a r e  e x p e c t e d  t o  c l i m b  i n t o  t h e
h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  o v e r  t h e  n e x t  t w o  d e -
c ades .  Thes e  ex t ra  c os t s  w i l l  mak e  i t  v e ry  d i f f i c u l t  f o r
m o s t  w a t e r  u t i l i t y  c o m p a n i e s  t o  s u s t a i n  t h e  e a r n i n gs
moment um t ha t  we t h ink  t he  improv ed regu la t o ry  l and~
scape wi l l  produce th is  year .

Many  o f  t he s mal le r  c ompanies  in  t he indus t ry  do not
have the resources  to meet  the capi ta l  expendi tures  that
they  are being saddled wi th.  Some are dec iding to merge
w i t h  l a r ge r ,  m o r e  f i n a n c i a l l y  s o u n d  e n t e r p r i s e s .  A s  a
res u l t ,  s ome o f  t he  b i gges t  wat e r  u t i l i t y  c ompan ies  a re
gr o w i n g  b i gge r ,  f a s t e r  t h a n  e v e r . A q u a  A m e r i c a , f o r
example,  has  made wel l  over 100 acquis i t ions  in the past
f i ve  years  (28 coming in  2006) ,  based on t he a foremen-
t ioned weakness  of  smal ler players ,  improved operat ions
and inc reased thei r  l ines .  This  has  dras t ica l l y  inc reased
i t s  c u s t o m e r  b a s e  a n d  c l e a r l y  i m p r o v e d  i t s  l o n g- t e r m
prospects .  We expect A q u a t o  cont inue growing i t s  bus i -
nes s  v i a  ac qu i s i t i ons  as  r i s i ng wa t e r  s t anda rds  s pa rk
f ur t her  c ons o l i da t i on .

Regula tory  author i t i es ,  des igned to  keep a ba lance of
p o we r  b e t we e n  u t i l i t y  p ro v i d e r s  a n d  c o n s u m e rs ,  h a v e
been ex t remely  tough on ut i l i t y  companies  in years  pas t .
H o w e v e r ,  c u r r e n t  a d m i n i s t r a t i o n s  h a v e  t a k e n  a  m u c h
m o r e  b u s i n e s s - f r i e n d l y  a p p r o a c h  i n  r e c e n t  m o n t h s  i n
h a n d i n g d o w n  t i m e l y  a n d  ge n e r a l l y  f a v o r a b l e  r u l i n gs .
T h i s  has  no t  been  m ore  gl a r i ngl y  ev i den t  t han  i n  Ca l i -
f o r n i a ,  w h e r e  t h e  C a l i f o r n i a  P u b l i c  U t i l i t i e s  C o m m i s -
s ion ' s  board  has  undergone a  major  f ac e l i f t  w i t h  adv er -
sar ies  be ing rep laced wi t h  bus iness  suppor ters .  Recent
ru l i ngs  s e t  a  good t one  f o r  u t i l i t y  p rov iders  do ing bus i -
n e s s  i n  t h e  G o l d e n  S t a t e ,  w h i c h  t y p i c a l l y  r e q u e s t  a
s t e p - u p  i n  r a t e s  e v e r y  y e a r .  T h i s  a u gu r s  p a r t i c u l a r l y
we l l  f o r Ca l i f o rn i a Water S erv i c e  Group  and  A m er i c an
States Water, whic h  bo t h  der i v e  a  s i gn i f i c an t  amount  o f
bus ines s  f rom Cal i f o rn ia .

Investment Advice

But  C hoppy  Waters  L ie  Ahead

Most investors will want to steer clear of the stocks in
the Water Utility Industry. Each of the issues in the
coming pages hold below average appreciation potential,
whether it be for the coming six to 12 months or out to
2009-2011. In fact, each is ranked either 4 or 5 for
Timeliness. The growing infrastructure costs and capital
constraints mentioned above are likely to continue pres-
suring bottom lines of water utility companies for years
to come.

Meanwhile, most look to have lost their income appeal
as well. Higher interest rates have increased the income-
producing appeal of alternative investments, making the
yields found in this industry modestly attractive at best.
That said, more conservative investors looking for a
steady stream of income may want to take a peek at
California Water, which is ranked 2 (Above Average) for
Safety. Its yield is still above the Value Line average.
Nevertheless, we advise all potential investors to care~
fully look over the individual reports of each company in
the next few pages before making any decisions.

Evenstill, the same cannot be said for infrastructure
costs. Although regulators are softening their stance on
rate case decisions, infrastructure demands are growing
more stringent. Many of the current infrastructures are
more than 100 years old and in need of serious upkeep,
or even complete replacement in some cases. Water
companies are being forced to pony up significant cash in
order to get their systems up to par. Making matters
worse, the Environmental Protection Agency (EPA) con-
tinues to increase its water purification standards, given
the geopolitical volatility worldwide and the threat of
bio-terrorist actions on U.S. water systems. In all, infra-

Andre J .  Cos tanza
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Selected Yields

Recent
(12/03/08)
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Year
Ago
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Recent

(12/03/08)

3 Months Year
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Market Rates
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Federal Funds
Prime Rate
30»day CP (AT/P1)
3~month LIBOR

1.25
1.00
4.00
086
2.10

2.25
2.00
5.00
3.00
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4.75
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7.25
5.10
5.06

5.17
4.92
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4.24

5.31
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520
3.86

5.54
5.67
5.53
5.46

Bank CDs 8.29
6.63
6.79
755

6.51
6.08
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649

157
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382
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415

2.82
345
3.74

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25l30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

6.26
6.15
6.25
6.35

3.09
3.21
1.42
357

3.46
4.07
152
4.46

4.03
4.3'l
1.52
4.80

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
'lO-year
10-year (inflation-protected)
30-year
30-year Zero

0.o1
020
047
'l6'l
2.68
3.11
3.09
2.90

1.64
186
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363
161
4.23
4.27

286
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309
347
4.09
178
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Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.47
7.38
5.46

6.12
7.33
5.46

635
7.80
5.46
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Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)

5.58
6.17

4.62
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4.38
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1-year Ala
'l-year A
5-year Ala
5-year A
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10-year A

0.95
1.05
2.95
3.00
4.20
4.40
5.79
6,17
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1.68
2.69
279
3.48
3.68
4.53
4.77

2.90
3.00
3.19
3.29
3.63
3.93
4.37
4.57

25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA 600
Electric AA 595
Housing AA 5.75
Hospital AA 6,65
Toll Road Aaa 6.10

4.87
4.92
5.13
5.15
4.95

4.65
4.70
480
485
4.70

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

12/3/08
Recent Levels

11/19/08
Average

Hz Wks.
Levels Over
KG Wks.

the Last...
52 Wks.

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

589707
575885
.86178

604746
725177
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Change
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-49292
34253

292410
535410

-243000

147272
352243

-204971

77325
219293

141968

MONEY SUPPLY
(One-Week Period, in Billions, Seasonally Acyusted)

11/24/08
Recent Levels
11 I17/08

Growth Rates Over the Last...
3 Mos. 6 Mos. 12 Mos.

MI (Currency+demand deposits)
MY (MI +savings+small time deposits)
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Change
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(9/17/08)

Year
Ago
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3 Months Year
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TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30»day CP (A1lP1)
3~month LIBOR

0 5 0
0.00-0.25

3.25
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1.58
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5.00
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3.06

4.75
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7.25
5.59
4.91
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4.04
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5.43
5.33
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3.86

5.42
5.62
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Bank CDs 6.79
6.08
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1 4 6
1.89
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1 6 1
2 2 6
4 1 0

2 8 2
345
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Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30~year) Baa/BBB
Foreign Bonds (10-Year)
Canada

7.50
6.18
6.26
7.09

2.87
2.99
1.30
323

3.44
4.02
-1.50
4 4 1

3 9 9
4.28
1.49
4.68

6-month
1'Y€3f
5-year
U.S. Treasury Securities
3-month
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1~year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.01
0.18
0.45
1.37
2.19
2.39
2.65
2.69

0 0 4
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1,44
2.52
3.41
1.74
4.07
4.11
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3.43
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Germany
Japan
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Preferred Stocks
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Financial A
Financial Adjustable A

6.50
8.23
5.47

6.56
8.77
5.47

6.33
8.18
5.47
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Bond Buyer Indexes
20-Bond Index (GOs) 5.85
25-Bond Index (Revs) 6.39
General Obligation Bonds (GOs)

4.54
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4 4 6
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1-year Ala
1-year A
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5-year A
'lO-year Ala
10-year A
25/30-year Ala
25/30-year A

0.95
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2.86
2.96
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1.73
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2.84
3.59
3.79
4.94
5.32

2.85
2.90
3.19
3.49
3.62
3.91
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4.44

Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
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Toll Road Ala
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Federal Reserve Data
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Average
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Levels Over the Last...

26 Wks. 52 Wks.
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Net FreelBorrowed Reserves
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(Two-Week Period," in Mi l l ions, Not Seasonal ly Adjusted)

Recent Levels
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604749
725177
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675885
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Change
.15038
-49292
34254

292411
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.204971
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441968
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Recent Levels
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Growth
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Change
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3 Months
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Year
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Recent
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3 Months Year
Ago Ago
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TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30~day CP (A1lP1)
3-month LIBOR

0.50
0.00»0.25

3.25
go()
147

225
2.00
5.00
285
348

4,75
4.25
7.25
4.90
4.83

4.43
4.38
4.16
4.23

5.56
5.43
5.34
3.86

5.52
5.70
5.52
5.47

Bank CDs
1.17
156
272

161
214
377

2.82
3.44
3.73

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (l0~year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25l30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

7.08
6.02
5.90
7.07

7.14
6.53
650
674

6.27
6.22
6.28
6.42

0.01
0.23
0.35
1.50
2.16
2.36
2.63
2.67

0.46
1 4 3
1.89
291
3.87
1 9 9
441
4.39

3 8 1
3 5 6
3 4 6
3 7 0
4 2 8
1 9 0
4 6 7
4.70

2.80
2.95
1.22
312

3.66
4.II6
1.49
4.57

4.09
4.31
157
4.60

6-month
'I-year
5-year
U.S. Treasury Securities
3-month
6-morlth
1-year
5~year
'lO-year
10-year (inflation-protected)
30-year
30~year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Urimy A
Financial A
Financial Adjustable A

6.25
11.45
5.47

685
8.04
5.47

6.19
8.15
5.47

TAX-EXEMPT

5.46
622

5.03
5.44

4.39
4.76

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
GeneralObligation Bonds (GOs)
1-year Ala
i~year A
5-year Ala
5~year A
10-year Ala
10-year A
25/30-year Ala
25/30-year A
RevenueBonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.85
0.95
2.57
2.87
3.70
4.20
5.17
6.15

2.15
2.25
3.10
3.20
4.02
4 2 2
5.13
5.45

2.90
3 0 0
3.22
3 8 2
3.65
3.95
4.35
4.55

6.15
6.20
650
6.55
6.25

5.55
5.60
5.90
5.95
5.65

465
4.70
4.80
4.85
4.70

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

12/17/08

Recent Levels

12/3/08

Average

12 Wks.

Levels Over

26 Wks.

the Last...

52 Wks.
Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

774432
674517
99915

589720
675885
.86165

Change
184712

-1368
186080

402723
807558
-204836

202422
387830

~185409

105940
244268
_138328

MONEY SUPPLY
(One-Week Period, in Billions, Seasonality Aryusred)

12/8/08

Recent Levels

12/1 /08

Growth Rates Over the Last...

3 Mos. 5 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (Mi +savings+smaII time deposits)

1585.5
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Change
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Federal Funds
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3~mor\th LIBOR
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0.00-0.25
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5.00
3.05
4.15
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4.25
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4.40
4 6 8

4.11
4.03
3.89
4.22

5.64
5.63
5.54
3.88

5.36
5.44
5.37
5.38

Bank CDs
1.16
1 4 3
251

1.61
2,14
377

281
343
3,73

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25l30~ye8r) Baa/BBB
Foreign Bonds (10-Year)
Canada

7.08
5.90
5.85
6 5 8

7.25
6.52
6.46
6.61

5.86
5.92
5.94
6.11

0 0 9
0 2 4
0 8 1
1.44
2,05
2.33
2.56
2.42

2.66
2.95
1 1 7
3.09

3,71
4.00
1.51
4.43

3.91
4.21
1.51
4.44

B-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
'lO-year (inflation-protected)
30-year
30-year Zero

0.80
'I.45
1.66
2 8 6
3.74
2.25
4.22
4.22

3.25
3.30
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3.28
3 9 0
1 5 6
4 8 5
4 8 8

Germany
Japan
United Kingdom
Preferred Stocks
Urilixy A
Financial A
Financial Adjustable A

6.00
7.89
5.48

6.53
7.78
5.48
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8.12
5.48

TAX-EXEMPT

5.46
6.22

5.23
5.56

4,44
4.80

Bond Buyer Indexes
20-Bond Index (GOs)
25~Bor1d Index (Revs)
General Obligation Bonds (GOs)
1~year Ala
1-year A
5-year Ala
5-year A
10-year Ala
10-year A
25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
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Toll Road Ala
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2.57
2.87
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4.23
4.43
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3.19
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5.40
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Federal Reserve Data
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(Two-Week Period, in Millions, Not Seasonally Adjusted)

Levels Over
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the Last...

12/17/08

Recent Levels

12/3/08

Average

12 Wks. 52 Wks.
Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

774437
674517

99920

589715
675885
-86170

Change
184722

.1368
186090

402723
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-204836

202422
387830

.185409
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244268
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MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Aeyusted)

12/15/08
Recent Levels

12/8/08 Change
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44.1

Growth Rates Over the Last...
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Mortgage-Backed Securities
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FHLMC 65% (Gold)
FNMA 6.5%
FNMA ARM
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Housing AA
Hospital AA
Toil Road Ala

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Acyusted)

12/31/08

Recent Levels

12/17/08

Average Levels Over the Last
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Change
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Selected Yields
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(1/14/09)

3 Months
Ago

(10/15/08)

Year
Ago

(1/16/08)
Recent

(1/14/09)

3 Months
Ago

(10/15/08)

Year
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(1/16/08)

TAXAB L E
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )

3-month LIBOR

0,50
0.00~0.25

3,25
0.49
1.08

1.75
1.50
4.50
4.47
4,55

4.75
4,25
7.25
3.99
3.95

3.93
3.25
3.30
4,26

6.06
5.96
5.91
3,87

4.69
5.10
4.75
5.34

Bank CDs 5.79
6.03
6,07
6.22

1 .03
1 .34
2.38

1 .73
2.27
3.48

2.80
3.22
3.58

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNM/\ 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

7.15
3.84
5.88
6.60

8 1 9
7.03
6.67
7.03

2.56
2.93
1.27
3.12

3.76
4.12
1 .39
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3.82
3.98
1 .39
4.38

6-month
I-year
3-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.09
0.27
0.41
1 .35
2.20
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2.89
2.75

0.21
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1.07
2.82
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3.07
4.1 9
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3.01
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1 .45
4.34
4.42
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Financial Adjustable A
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7.33
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7.39
5.49

TAX-EXEMPT

5.02
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5.47
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4.66
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1.76
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2.82
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2.25
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25-Bond Index (Revs)
General Obligation Bonds (Cos)
1-year Ala
1-year A
5-year Ala
5-year A
i0~year Ala
10-year A
25/30»/ear Ala
25/30~year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

5.75
5.80
6.10
6.15
5.85

6.17
6.12
6.60
6.65
6.15

4.25
4.25
4.50
4.55
4.30

Federal Reserve Data

BANK RESERVES
(Two~W eek Period; in Mi l l ions, Not 5ea5o/"lal ly Adjusted)

Recent Levels

12/17/08
774439
674517
99922

12/31/08
Average

12 Wks.

Levels Over

26 Wks.

the Last...

52 Wks.
Excess Reserves
Borrowed Reserves
Net Free/8orrowed Reserves

798469
627832
170637

Change
24030

~46685
70715

506967
658983

-152016

259328
420394

~161065

135469
267237

-131 768

12/29/08 Change

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits)
M2 (MI +savings+smaII time deposits)

MONEY SUPPLY
(One-Week Period; in Bi l l ions, Seasonal ly  Adjusted)

Recent Levels

12/22/08
1 591 .6
811 8.2

1605.6
81 23.5

14.0
5.3

27.8%
14.1 %

31.6%
13.5%

17.7%
9.5%
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1¢.

PROMISSORY NOTE

$772,00U.00 Phoemx`, Arizona
December 31 , 1999

FOR VALUE RECEIVED the undersigned promises to pay to the order. of
GEORGE AND JANA JOHNSON, or to such other persons or places as may be
designated from time to time by notice to the undersigned, the sun of Seven Hundred
Seventy~Two Thousand and 00/100 Dollars ($772,000.00), together wide interest on the
unpaid principal balance of said indebtedness at the rate eight percent (8%) per annum
(computed on a 365 day year) lion the date hereof payable in lawful money of the
United States Of America, as follows:

(a) Quarterly payments of interest only commencing on March 31, 2000 and each
quarter thercafier for a ten (10) year period, and

s

(b) The 13.111 principal amount, plus any accrued interest thereon, on December 31,
2009, if not paid in full before such date,

The undersigned shall have the right from time to time to prepay the whole or any
part of the principal sum hereof together with accrued interest to the date of prepayment.

The whole of the principal sum and interest shall become immediately due and
payable at the option of the holder, Mahout notice to the undersigned, upon default in the.
payment of any principal hereof or interest hereon. The undersigned shall pay all costs
and reasonable attorneys' fees incurred by the holder hereof in collecting or enforcing
payment hereof The whole of the principal sum and accrued interest, together with costs
and attorneys' fees shall bear interest at the rate of eighteen percent (18%) per annum,
from and after maturity, whether or not resulting from acceleration. The payment and
acceptance of any sums at aNy time, or the failure to exercise any rights herein given the
holder, shall not constitute a waiver of holder's rights in the event of any subsequent
default. .

Should any installment of principal or interest become ten (10) days late, a* late
charge of 5% of such installment shall be paid to the holder by the maker.

As to this note and any deed of trust or any other instruments securing die
indebtedness, the undersigned, any endorsers and any guarantors severally waive all
applicable exemption rights, whether under the state constitution, homestead laws or
otherwise, and also severally waive valuation and appraisement, presentment, protest and
demand, notice of protest, demand and dishonor and nonpayment of this note, and
expressly agree that the maturity of this note, or any payment hereunder, may be
extended from time to time without in any way atfecdng the liability of the undersigned
or said endorsers and guarantors.

51030-00000.214



r I4

Should this note be signed by more than one maker, the singular shall include the
plmtal and all the obligations herein contained shall be the joint and several obligations of
each signer hereof .

This note is to be construed according to the laws of the State of Arizona.

-No provision of this note or any instrument securing this note shall be deemed to
require the payment or penni the collection of interest in excess of the maximum
permitted by 1awover the term of this note. If any excess of interest in such respect is
herein provided for, or shall be adjudicated to be so provided for herein, for whatever
reason; the interest required to be paid hereunder shall be automatically reduced to the
maximum legally enforceable and any excess paid over such maximum enforceable
amount shall be automatically credited against any other indebtedness of the undersigned .
tithe holder hereof, and thereafter, any remaiNing amount refunded to the undersigned in
cash. .-:

JOHNSON U11tfi.ITIEs L.L >a
IHONSON ITIES COMWANY
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